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Overcoming the new confines

THE BIRDS ARE BEYOND OF THE GEOGRAPHICAL BOUNDARIES. THEY ARE
UNAWARE OF ECONOMIC BORDERS AND COMPETITION. THEY ARE FLYING
WHERE THEY ARE AT THEIR EASE, MOVING FORWARD REGARDLESS OF
ANY BARRIERS. BUSINESS IS ALSC A PERMANENT MOVING FORWARD.
MOVING FORWARD TO THE TARGETED GCAL. THUS, IRKUT CORPORATION,
OVERCOMING THE NEW CONFINES, ERASING THE BORDERS AND GETTING
OVER THE OBSTACLES CONTINUES ITS SUCCESSFUL DEVELOPMENT,

WE ARE PLEASED TO REPRESENT YOU THE ANNUAL REPORT OF IRKUT
CORPORATION FOR THE YEAR 2005.




IRKJT CORPORATION
ANNUAL REPORT
2005

Chapter 1 Chapter 2

1. B.

Key Financial Indicators 4 Management Discussion and Analysis

. 2 of Financial and Operational Resulls

Important Events 6 for the 2005 58

3 8.1.

Letter from the President and the Chairman of the Board 10 Results of Operations 59

4 The Cost of Goods Sold

The Corporate Main Development Directions in 2005 16 {COGS) Structure 52
a1 Structure of Operating Expenses 70
Inlegration into the Global Aerospace Industry 17 Net Financing Costs 72
4.2, Results by Business Segments 73
Irkut-EADS Partnership 27 8.2
4.3. Financial Stability, Liquidity
Deal with EADS 30 and Cash Flow Analysis 88
4.4. The Structure of Assets 89
Geographical and Product Diversification . . .
of the Order Book 32 Analysis of Financial Scurces 96
45 Liquidity and Cash Flow Analysis 120
Irkut's Role in the Consolidation 8.3.
of Russia's Aergspace Industry 38 Risk Analysis 123

5. 9.

Corporate Governance 42 Consolidated Financial Statements

. 5.1 for the Year Ended 31 December 2005 134

The Board of Directors 44 10.
5.2 General Information and Addresses 160
The Board of Directors in 2005 45
5.3.
The Management Committee 46
5.4,
The Organizational Structure of the Corporation a7

6.

HR and Social Policies 48

7.

Environmental Care and Protection 56




CCCCCCCC

Key Financial
Indicators




IRKUT CORPORATIOM
AMNUAL REPORT
20035

2005 2004 2003
(rrder bock, in billions of USD 4.5 3.9 4
Working capial, in millions of USD 603 143 a7
Net debt, in millions of USD (475) (807) {534)
Number of employees, people 15.424 14,022 16.346
0% 0% 26% 0% acn 0%
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a.
Gross margin

b.
Operating margin

c.
MNat margin

2005 2004 2003

Cost of goods sold, *000 USD {357,774) (330,894} {315,100}
Resgarch and development, ‘000 USD {50,823) {101,707} (106,026}

In COGS, '000 USD (7.630) {35,900) (79.400)

In operating expenses, ‘000 USD (8,179) {11,731) (10,923)

Capitalized*, *G00 USD (35,014} (54,076} {15,703)
Capital expenditures, '000 USD (46,126} {25,540) (45,587}
Net interest expenses, ‘000 USD (47,176} {58,076) (65,109}
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* Including recognized an the balance sheet during consolidation.

**  EBITDA is dilferenl from EBITDA, displayed in 2004 Annual Report (3164.9 million), due "o coreciions, intraduced into the calculation melhod —

adjustments tor non-interest financial cxpenses were macde.
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Important
Events

Irkut Corporation started
realization of the Malaysian
contract for the delivery

of 18 Su-30MKM
multi-role fighters
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MILITARY AVIATION

SU-30MK

YAK-130

January
Irkut Corporalion slarted realization of the Malaysian
contract for the delivery of 18 Su-30MKM mulii-role
lighters.

February

Irkut Carporation and Hindustan Aeronautics Lid (HAL,
India) has agreed upon manufactunng a number of
Su-30MHKI assemblies, which suppesed lo be used

in the production of aircraft for thisd countries.

March

Hindustan Aeronautics Ltd with the assistance of Irkut
Corporation has compleled the delivaries of licensed
Su-30MK| to the Indian Air Force for 200472005
reporting period.

April

Another round of negotiations with Algeria on the
delivery of likul-produced fighter jels was held by
Rosoboronexport, the Russian official arms exporter,

September

Indian party has reviewed the procurement schedule of
technological kits for licensing production in favour of
greater share of kits with a higher completion level.
Rosoboronexport and Irkut Corperation started the
negetiations with Indian party tegarding the prospective
upgrade of Su-30MKI of the firsl and second batches to
the specifications ot the third batch of Su-30MKL.

Qctober

Rosoboronexpart and Irkut Corporation has held a raund
of negotiations with india on the delivery of 18 Su-30MH!

10 replace Su-30K fighters, delivered earlier.

December

The Russian and Algerian parties initialled the contract for

the delivery of 28 Su-30MKA to Algeria.
The Memaorandum for the delwvery of 12 5u-30MHM to
Thailand was signed.

March

The contract far the production of the first 12 Yak-130
was signed with the Russian Defense Ministry. Under
the coniract the first 4 agvanced combat trainers are
scheduted for 2006, and 8 for 2007,

August
The first Yak-130 pictotype of the mass-production series
has completed the commercial tests,

October

The Yak- 130 combat trainer was introduced fo the
Russian Air Force for conducling the joint state flying
tests.

December

Air shows of Yak-130 advanced combal lrainer were
parformed at the LIMA-2005 Internaticnal Agrospace

and Maritime Exhitition in Malaysia, As a result, Ithut
receives an offer 10 compete in a trainer tender, held hy
the Malaysian Air Force.

The Algerian andg Russian parties initialled the contract for
the delivery of 16 Yax-130 combat trainers o Algeria.
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2.
Imporiant
Events

CIVIL AVIATION COMPONENTS PROSPECTIVE PRQJECTS
BE-200 MTA
January June February

Irkut Corporation held negotiations with the Civil Pratection

Department of the French Ministry of Intericr Affairs

concerning a possible purchase of Be-200 amphitians.

The Russian Aviation Register MAK and EU Certification

Centre signed an agreement for Be-200 (fre-fighting,

modification witht D-436TP engine) 1o undergo testing 1o
ply with EUJ standards.

April
The Be-200 amphibious aircraft was equipped with
an Alrborne Observation System (ADS)

Irkutsk plant started The execution of lour contracts
for the production of A320 aircralt components,
signed with Airbus at year-end 2004,

July

Pursuant to audit inspection, Irkut was included
inta the data base of AECMA (Association
Europeenne des Constructeurs de Mate‘ial
Aarospatial), Association of European Awcralt and
Camponents Manufacturers, as the EASE (European
Aerospace Supplier Evalualion) supplier,

In co-operation with the Indian aerospace industry,
Irkut Corporation began the joint MTA (multi-
nurpase mid-range tansport aircraft) project on
the risk-sharing basis. The agreement was teached
during Aeroindia-2005 Air Show in Bangalore,
India,

March

The Russian Air Force approves the R&D
specifications for Muiti-Purpose Transport Aircraft
[MTA).

Juneg

Russian party made several proposals to Indonesian
Environmental and Forest Management Committees of
the Indonesian Parliament Lower House. The Russian
delegation came forward with a plan aimed at improving
forest fire-fighting missions. The use of a cormbinaticn of he
Russian Be-200 amphibious aircrafl and Irkut-prod uced
Unmanned Aerial Vehicles (UAVS) was suggested,

Beriev Company established the unique Aviation
Maintenance Base for Be-200 and Be-103 amphibians
to carry ot certified line and scheduled maintenance.

July

The Civil Protection Department {Protezione Civile)
of ltaly leases Be-200 to be ulilized in forest-fire
fighting mission by SOREM, authorized lalian
firetighting service opetator.

Irkut delivered the third mulli-purpose Be-200ChS
amphibious aircraft to the Russian Mimistry for
Emergency Situations.

August

a! the MAKS-2005 International Air Show in Zhukovsky,
Qr Masoow, the Company and Furapean Aeronautic

fence and Space Company (EADS Company) signed

the Constituent Agreement to establish EADS rkut

Seaplane SAS joint venture with the targets of Be-200

cerlitication and joint marketing. Under the agreement,

Irhkut owns a 70% share in the J¥, EADS - 30%.

October

During the meeting of the 2nd Joint Commission for
Economical, Industrial, ang Technicat co-operation
Letween Russia and Portugal, Irkut conducts a
presentalion of Beriev-200 amphibicus aircrafl. As
a result of the presentation, the 2 sides decided that
the intention to slarl negeliations on a prospective
purchase of Be-200 by Porlugal should be entered
intc the minutes of the meeting,

December

During Russia-ASEAN summit in Kuala Lumpur, Irkut
conducted a presentation of Be-200. Specifkations.

for Ba-200 ate determined to comply with Malaysian
requirernents. On LIMA-2005 Air Show Irkut presented
current and prospective projects, including multi-role

Be-200 amphibious aircratt, Negatiations with South-East

Asian and Eurcpean representatives were conducted with
the focus on the possible use of Be-200 amphibian.

August

Al the MAKS-2005 Air Show in Zhukovsky, near
Moscow, Irkut and EADS signed @ number of
agreements, including a strategic partnership
agreements, and an agreement, indicating Russia's
involvement in the development and preduction of
the A-350 long-range jet-liner.

December

The Company signed a8 number of agreements
with Airbus, EADS, Plalz-Flugzeugwerke (PFW) for
additional large work packages for the production
of Aitbus components. The book of arders was
scheduled for 10 years with the value of

$140 million. The first deliveries under the
agreements are planned for 2007

May

Russian Air Force R&D specifications Jor MTA
were sent to Indian Air Force representatives in
accordance with established procedures.

October

The draft of the Russia-India Intergovernmental MTA
Agreement was issued.

Russia-lndia werking group negotiated the major
carrection principles tor MTA business plan,
concerning 2006-2006 ecanomic situation.

Decetmber
The tndian Airforce Staft has approved the
requirements for MTA, specified by the Russian AF.
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THE UNMANNED AERIAEL VEHICLE (UAV)
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ACTIVITIES ON THE FINANCIAL MARKETS

ACTIVITIES ON THE CAPITAL MARKET

June

Within the frames of pre-contract
consultations with the Russian
Ministry for Emergency Situations, the
Corporation presents Irkut-2F, 27, 20,
850 UAVs at Zhukovsky air base.
Russian delegation came forward
with a series of proposals to the
Indonesian Environmental Commis-
sion regarding the effectiveness of
the forest fire-fighting. The agpliance
of lrkut procduced aircraft complex,
based on combined use of UAVs and
Ba-200 was suggested.

July

Russian EMERCOM completes
acceptance trials of likut-2F, lriut-
2T, and Irkut-20 Unmanned Aerial
Venicle (UAV) prolotypes

September

Irkut Corporation signed a Letter of
Intent with Ausirian Diamond Aircralt
Industries GmbH to develap an
unmanned aerial vehicle,

October

The Company signed a cantract
with the Russian EMERCOM for
the preduction of light monitoring,
surveillance and reconnaissance
UAvs

November

Russian EMERCOM completes
acceptance trials of Irut-850 UAV
prototype.

December
AL LIMA-2005 AeraspacedMaritime
Show, air shows of a 2 kg UAV were
conducted.

March

Irkut pays off AQ1 ruble-nominated bonds program totaled
RURGED0 min and paid ofi last coupon {otaled

23 934 thousand rubles.

irkut oblained a S-year credit line worth $173 million frem
Sberbank,

April

Irkut signed an $83.5 million syndicatec loan agreement
with a group of banks, coordinated by Moscow Narodny
Banx, Singapore. The Corporation would receive the loan,
secuied by the contract for the delivery of Su-30MKM to
Malaysia, in two tranches. The loan malurity is November
2008. The participants of the loan are large financial
institutions from South-Easl Asia,

May

Irkut paid off the Sth interest coupon payment iotaled
RUR119.7 million for AD2 Irkut bonds (registration number
4-02-00040-A as 0f 01.10.2002).

July

The Russian Federal Financial Markets Service {FFM3)
registered five-year bonds of third issue, amounting to
3,250,000 bonds with a par value of RURL,000 each, The
state registration number of 1his issue is 4-03-00040-A.

September

Irkut successiully completed the third iss.e of non-
convertible interest rouble coupon bonds, totaled RUR
3.25 billion, with the interest rate of 8.74%, and maturnty
of 5 years. At the date of the issuance, the issue had the
longest term of maturity in the Russian market, while the

interest rate was the lowest among Irkut’s public borrowings.

October
Irkut started prepaiations for the issuance of credit-linked
notes (CLNY on a total sum of $100 millian.

Nevember
FFMS registered the repart on the result of non-convertible
interest rouble-nominated coupon bonds issue ADJ

{registration number 4-03-00040-A as of July 14th, 2005).

The bonds were placed through public offering with a par
value of RUR3.25 billion.

Irkut completes retiremeant of nominal value of the AD2
2nd issue bonds (registration number 4-02-0004C-A as of
01.10.2002). The value of retirement amounted to
RUR1.5 billicn or RURL,000 per bond.

Irkut and Amsterdam Trade Bank have in principal agreed
upon arranging a 3-year credil line worth $30 million.

December

Irkut received the first government compensation of interes!
expense for loans, obtained in Russian hanks in 2005, Tha
cempensation amounted 1o $7.45 million,

January

During the consolidation of Irkut assets, Irkut Corporation
transfarred 100% shares ot French likut Seaplane SAS lo the
corporate balance shest.

February

trkut Corparation and the European Aeronautic Defence &
Space Company (EADS) started preparations for the acquisition
of 10% stake in Itkut. EADS starts due diligence on frkut,

May

It Corporation won two awards for the best IPC pregram
in 2004 (the awards trom The National Asscciation of Siock
Market Participants {NAUFOR} and MICEX]).

June

Sharehclders of irkut Corporaticn decided 1o enlarge the
authorized capital by 12% by the issue of 120 million new
shares with a par valug of RUR3 each. The new issue was
specifically targeted to be privately olaced lo EADS.

August

The 2004 Irkut reporiing prepared in acrordance with IFRS is
published, with record tinancial results.

Ikt consolidates Beriey Company's control stake, raising
Irkut's stake in Beriev from 39.57% to 54.2%.

Irkut completed dividend distrioution for 2004 worih
87,349,963.7 at RUROD.1 per copimon share.

September

FFMS registered the new issue of 120,824,363 common
registered nan-documentary registered shares of It Corporation.
The issue was given a stale registration number
1-03-00040-A-002D. The nominal value of cach share - RUR3.

December
EADS acquired a 10% stake in Irkul for G55 mitlion
($65.3 million).
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Dear Irkut Shareholders,

We may state wilh confidence that 2005 was another vital stage on the way of Irkut
Corporation's successiul development, We are happy that throughout all these years
the Company has made major strides on its way to success. permanently improving
performance in all areas, and as a resull, maximising value and profits of our
shareholders. Now we can assert with confidence, Lhat Irkut Corporation has made
a long way, twming from a Soviet-era alrcraft-manufacturing plant into an efficient
vertically integraied Corporation, running ils business in international market, and by
many business indicators going ahead cf the world's leading aircraft manufacturing
companies. The Company's sirong management team and dedicated workforce make
Irkut the fargest privately-owned company in the Russian Aerospace&Defence industry,
ungergoing vigorous business development, having the largest order book in the industry,
which shares circulate both in Russian and toreign stock markets. Moreover. Irkui holds
a reputation of the most transparent and cpen Russian Aerospase&Delence company.

Expanding of international and domestic industrial cooperation, partnership
orograms with leading military and commercial aircratt manufacturers, and integration
into the global aerospace industry as a valid partner are key strategic priorities for our
Corporation. In 2005, the Company was able nct only to maintain and strengthen
its position in traditional markets such as India and South-East Asia, but enter a new
market — North Africa.

A significant milestone in the development of the cooperation with Lhe world's
leading aircraft manufacturers became a number of agreements signed between Irkut
and EADS {European Aeronautic Defence and Space Company), which have 2also
resulted in acquisition of a 10% stake in the Corporalion in 2005.

We are happy 1o inform you that in terms of financial results, 2005 was the
best year ever in the history of Irkut Corporation. The revenue (in accordance with
International Finangial Reporting Standards {"IFRS"}) set a new record of $712 million
{more than a 14% increase from 2004). The net income grew 24% and accounted
for £85 million. Moreover, despite the increase in prices for raw materials and goods,
profitability is high as never. gross margin shows a 50% level, operating margin —
21%, and net income margin — 12%. At the same time, the Company managed to tut
its financial expenses hy over 36% through lower interest payments. We are glad that
improved customer relations, tight cost-savings programs, systematically implemented
by Irkut, and its intensive activity in the financial markets give us an opportunity to
pravide our shareholders with one of the highest results in the aerospace industry.
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Letter from the President
and the Chairman of the Board

Having the largest order book in the Russian Aerospace&Defence industry (vear-

nd 2005 crder bock accounted for $4 billion, while by March 31s1 2006 it reached

$5.2 billion) we are oplimistic that trkut's operating capacities will be fully loaded,

while timely initiated diversification program will ensure new customers from Europe,
the Americas, South-East Asia, and Middle East.

Among Irkut major products are famous, one of the best in the world fighters,
surpassing the competitors by quite a number of characteristics. and the unique
Be-200 amphibious aircraft with no competiters in the market. There are other
successful projects being implemented by the Company, with emphasis placed on the
civil aircraft sector. The Yak-130 combat trainer project is close to be brought to batch
production, development of unmanned aerial vehicles (UAV) advances significantly,
as well as multi-purpose fransport aircraft (MTA) and a family of short- and medium-
range MS21 aircrait.

in the year under consideration, we continued implementing of our main projects,
diversifying of lhe crder book, and increasing of i#s volume, and we have met all
contractuz| obligations to our cusiomers. The end of 2005 showed the initiating of the
Algerian contract for the delivery of 28 Su-30MKA fighters and 16 Yak- 130 advanced
combat trainers. The major emphasis in 2005 was placed on the production of Su-
30MKI, delivered to replace Su-30K, as well as the delivery of semi-knocked-down
(SKD) kits for the licensed production of the Su-30MKLI in India — 8 SKD kits were

livered in 2005, In addition, Irkut started up the fulfilment of Malaysian contract for
the delivery of 18 fighters and the Algerian centract for the delivery of Su-30MKA.

Remaining the leading manufacturer of combat aircraft in Russia, the Company
managed 1o improve its financial results through the increased production of civil
aircraft and other equipment. Irkut defivered the third multi-purpose Be-200
amphibious aircraft to the Russian Emergency Control Ministry {EMERCOM). Ancther
Be-200 took part in staging aerial fire fighting missions in ltaly under a test operational
use. A number of Western European countries indicated their interest in the aircraft,
and following the completion of the certification process, Be-200 will be granted the
entry into the European market,

A ot has been done under the Irkut-Airbus co-operation contract for the delivery of
Airbus components — the Company bought and introduced state-of-the-ant equipment,
significantly upgraded the manufacturing facilities, built a galvanic shop. In 2005, the
Russian Emergency Contral Ministry completed official acceptance tests of “airborne
robot complexes” prototypes {unmanned aerial vehicle program), Last but not least, our

subsidiary units made great progress this year, including the A-50 project {radar eary-
warning and guiding system) by Beriev Design Bureau, and the Mig-29 modernization
program by "Russian Avionics”.
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Cther significant tasks in 2005 were creating 2 modem production and
technological environment, as well as upgrading existing facilities to meet the
internationally accepied standards. Considerable funds are allocated for re-equipment
and procurement of new technology, an integrated logistics support and after-sales
service system is being developed.

2005 was a significant step towards one of our prior goals - a considerable increase
in capitalization of the Company. Last year showed a 48% increase in capitalization
{$719 million, 35% of the industry's capilalization™). Accordingly. Irkut remains the
leading Russian public aircraft manufaclurer by the value of capitalization

The dividend policy is another important aspect of the Company’s development.
We are striving to keep a reputation of a rehable and stable company, making regular
dividend payments. According to the dividend policy, the share of the net income
allocated for dividend payments will be increased {25% by 2009 {IFRS)}. Irkut decided
to link the dividend payments to IFRS reporting. since it allows to recognize revenue
on the percentage-of-complation basis. This method is more accurate in terms of the
Comipany's results, since production cycles of the main line of producls exceed in
1.5 times mare then the reporting period. Meanwhile, under the Russian Accounting
Standards (RAS} the revenue can be recognized only after shipment. Therefore. results
catcutated accerding to IFRS and RAS for the same pericd can differ significantly, e.g.
in 2004 the revenue, calculated in accordance with RAS exceeded the IFRS revenue,
while in 2005 - vice versa, Nongthelgss, to make dividend paymenits, it is required
to have the monetary base or positive net income according to RAS,

i 2005, pursuant to a demand from our customer Irkut shifted delivery dates to earty
2006, which resulted in decreased revenue calculaled in accordance with RAS, and this
in tum deteriorated other financial indicators, including the net income. This negatively
affected the Company’s ability to distribute dividends, as in 2005 Irkut showed negative
net income accerding 1o RAS, therefore we had no monetary hase. We will do our hest
to show positive income in accordance with RAS and IFRS to meet the self-imposed
obligations to our sharehoiders.

2005 was a milestone year for lrkut Corporation, as EADS acquired through its
Russian subsidiary the 10% stake in the major Russian aircraft manufaciurer. Ins the
frameworks of this deal the Company initiated the new share issue. The acquisition of
the stake is strategically important for both EADS and Irkut. This deal was supparted
by the governments of Russia and Germany, and will contribute to stronger relations
between Russia, Germany, and France.

* As the number of aerpspace companies, which shares rage in the market, is irsigmficant, the Russian
agircrafl-manufactunng mgdustry usually incluces belicoplet — and engine-produging compares,
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Far the first time in the history of the Russian defence industry, a Western company
quired such a significant stake in a Russian Aerospase&Defence company, gaining
a strong foothold in the Russian aerospace industry. This deal marks an important
milestone in Irkut’s integraticn inlo the global aircraft-manufacturing industry. EADS,
one of the world's teading aerospace companies, is not just & shareholder, but a
partner — the companies signed a Strategic Partnership Agreement, irkut has achieved
the status of a preferred EADS partner and supplier in Russia. The Company is now
enjoying emerging opportunities for co-gperation with the Eurcpean aerospace
industry in the areas of components production, design and development. Aleng
with a new major Western investor in the Corporation's equity, the share of minority
sharghclders has grown as well.

Back in December 2004, lhe aircraft manufacturer Airbus (EADS subsidiary)
placed a package of orders with Irkut for the production of A320 family aircrait
components, and in 2005 the Company became the first Russian certified Airbus
supplier. In the year under consideration, a dedicated joint venture was founded
to promote Be-200 amphibious aircralt in the European markel. Besides that, new
opportunities for co-operation arose, among others, a conversion of passenger planes
lo cargo versions. This co-operation will focus on the conversion of A32C family
passenger aircraft into freighter aircraft. The conversion activities by Irkut will include
the production of new companents for freighter aircraft. Another area of co-operation

testing equipment. The companies agreed on working cut a mutually accepted
decision 1o meat maintenance demands, submitted by Russian airines.

2005 is a crucial year for the Russian aerospace industry — as Russia’s economy
continues to develop in a promising direction, the Russian aerospace industry is finally,
after a long period of negotiations. gaining new strength through restructuring and
consalidation, which, as we helieve, is critically important in the process of harmonic
development of Irkut Corporation and the whale industry 25 well. We are optimistic
about the future of the ongoing consalidation, and fully support the decisions,
concerning the United Aircraft Corporation {UAC), taken by the Government. The
Corporation plans to take an active role in the UAC's development on the basis of a
joint market strategy, fair valuation of assets, and integrated efforts through synergy
between the most qualified designers. manufacturers, and managers at the Russian
aerospace industry.

Taking into consideration the fact that irkut is a public company, having shares

traded in Russian and foreign stock markets, we are siriving to make sure that
interests of our minority sharehclders are protected all the way through the process
of consolidation. Irkut managers and major shareholders, being the leading expers
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in the consalidation, will seek fairly exchange ratios for the Company and each group
of investors, including management, government, and the investment community,
based on its cost-effectiveniess and share in the order hook of the industry. Deloitte &
Touche CIS has been chosen as an appraiser of different companies, which will form
the authorized capiial of the United Aircraft Manufacturing Corporation. We consider
this fact as a right decision that will hetp evaluate the Company equitably. The results
of the audit will be verified by independent investment banks, and the “Cpinion” will
guarantee the protection of the mincrity shareholders’ interests. Irkut's management
{the Corporation will initially form an UAC's subsidiary) will seek transparency of the
holding group's documents, as well as transparency of the subsidiary management
systern. Moreover, already at the initial phase of its formation, UAC s expected to
beceme a public company.

Following the completion of the consolidation process and swilching to a single
stock, the stock will be examined to meet eligibility and fisting requirements of major
Russian stock exchanges.

Accordingly, if some Irkut shareholders vote against the integration of Irkul into
UAC or don't participate in the voting, the buyback of the shares will be offered to
them, based on fair market price for the share in accordance with accepted standards
and procedures.

In general, Irkut experts are optimistic about the future of the United Aircraft
Corporation, both in terms of future UAC's revenues and capitalization. Subsequently,
the current Irkut shareholders and future UAC shareholders will most certainly
benefit from the consclidation, becoming shareholders of an aircraft manufacturing
holding, able to generate $7-8 billion annual revenue and formed by leading Russian
aerospace companies,

Cleg Demchenko
President

Alexey Fedorov
Chairman of the Board
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4.1.
Integration into the
Global Aerospace Industry

Expanded international and domestic industrial co-operation, stronger partner co-
operation with leading manufacturers of civit and military aircrall and equipment,
as well as the process of integration into the global aerospace industry were among
key strategic priorities for Irkut Corporation. In 2005, the Company managed not
only to enhance iis position in the traditional markets such as India and South-East
Asia, but enter a new market — North Africa.

The agreements signed between Irkut and EADS (European Aeronautic Defence
and Space Company), and specifically acquisition in 2005 through 000 EADS
(EADS's subsidiary) of a 10% stake in the Company, marked a significant milestone
in the development of the co-operation with world's major aircraft manufacturers.

Another significant task in 2009 was to create a modern production and techne-
logical environment, required for the Company’s further successiul develepment.

India

India has been by righl cur most active partner for many years. The first contract
for the delivery of Su-30MKI fighters was signed in November 1996. As Su-30MKI
was going to become the main striking force of the Indian Air Force for the next
20 years, Irkut had to meet some challenging requirements. specified by India.
The Su-30MKI project was a combined effort of dozens of Russian and foreign
companies. For the first time in the history of the Russian aercspace industry. we
established and tested mechanisms of legal, lechnological and financial co-opera-
tion in R&D.

It took several years to build Su-30MK, that is why Indian Air Force agreed
1o receive Su-30K, delivered to India orr a temporary basis. Su-30K is inferior to
Su-30MKI in performance and avionics. As a result, a contract was signed for the
delivery of 40 aircraft {8 Su-30K and 32 Su-MKI| with an opticn to buy 20 more
awcraft). The contract assumed 4 stage of deliveries over 5 years, following with
gradual step-by-siep upgrading of the aircraft fighting characteristics with every
next batch. In 1997, the first 8 Su-30K wete delivered to India and were intro-
duced into the inventory of the Indian Air Force {({AF) 24th Air Sguadron, based in
Puna, India. On July 1st, 1997, the Su-MKI protetype. built in accordance with




’

i

~¢

Ohig

-
V. o g & o=
S L e > .)-‘_: v_‘
L O MRy S SR .
s LN
K T _
< L PR

A 8 +3 3 1 3% SAAdN

By

o

at .
-

)
i
%

el w2 -
LT Y Py
.
- -




India is fairly considered our most
active and old partner threughout
many years, The first contract for the
delivery of Su-30MK! fighters was
signed in November 1996, In 1997
the first 8 Su-30K were delivered to
india. in 1998 (his batch was followed
by anather 10 fighier jets, since
India has partiatly realized its option.
Altogether it were delivered over 50
aircraft up to date.

The cooperation with India was

not limited by the delivery of the
completed aircrafts. In December
2000, Irkut and HAL Corporations
with Roschoronexport participation
have signed a package of licensing
agreements. In accordance with this
agreements, Irkut Corporation will
assist Indian party in modernization
of its technological lines and
organizing the licensed production
of Su-30MKI fighter on the HAL
manufacturing facilities.

India

Russia — India
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Tabie 1.
Indian Projects, Dynamics of Co-operation

CONTRACT YEAR SIGNED
Contract for delivery 1996
Option 1998
Licensed Production * 2000
Replacement of Su-30H for Su-301AK1 2005

the requirements specified by India, made iis first flight. The fighters from the

rst batch were designed to engage and defeat air targets, while Su-30MKI from
the second delivery had anti-ship warfare capabililies. The aircraft from the third
delivery conformed in full to the Indian requirements in terms of navigation and
capabilities to engage and deleat air, sea, and ground targets.

In 1997 — 1998, India received the first 8 Su-30K, followed by 10 more - India
partially realized the option, signing a contract for additional 10 Su-30K.

In 2004, kit delivered the last batch of Su-30MKI to India and slarted de-
liveries of semi-knocked-down sets for the licensed production. In 2005, the
parties came to an agreement to replace outdated Su-30K, delivered to India in
1997 - 1998, for upgraded Su-30MKI. Under the agreement, 18 obsolete Su-30K
were 10 be bought back by Irkut. In 2005, the Company started the production
phase of the Su-MKI| program, with 12 aircraft expected to be delivered to India in
2006, and the remaining & in 2007,

HAL Su-MKI License Production
The co-operation with India was not limited by the delivery of the aircraft. In No-
vember 1997, negotiations to start a hcense production of Su-30MK! in India were
initiated, and n December 2000, a package of license agreements was signed.
accordance with the agreements, a general contract was cencluded between
Ondustan Aeronautics Limited (HAL) and Irkut Carporation with the help of Ros-
oborenexport for the licensed production of Su-30MXI fighter by HAL aircraft manu-
facturer, Irkut is the prime contractar on the project with a number of subcontractors
as Sukhoi Company, UMPQ (Ufa Engine-Manufacturing Production Association),
Aerospace Equipment Corporation, Ramenskoye Instrument-Engineering Design
Bureau (RPKB), and Saturn Scientific Production Association.

Linder the contract, Irkut will assist in medernization of manufacturing facilities,
which were previously employed for production of Mig-21 and Mig-27 aircraft, sup-
ply HAL with the technological kits, necessary for production of Su-3CMKI, assist
in mastering of Su-3CMKI manufacturing technologies, and deliver technological
semi-knocked-down (SKD} kits. White mastering in licensed production, HAL will
gain knowledge, expertise, and skills required for manufacturing of basic Su-30MK)

components, including aircraft aggregates, and avionics. By the end of 2017, 140
Su-30MKI aircralt are supposed 1o be manufactured, while the SKD kits will be
delivered in accordance with four stages of licensed production.
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YEAR STARTED/ AIRCRAFT TOTAL
COMPLETED OF AIRCRAFT
1897 Su-30K g

2002 - 2004 Su-30MKI 32

1998 Su-30K 10

2002 - 2017 Su-30MHKi 140

2006 - 2008 Su-30MHKI 18

* Phase | — 7 aircraft, Phase It - 27 ancrafl. Phase (1 - 44 aircraft, Phase IV - 62 aircraft

Phase | includes complete assembly of the aircraft without flight tests. A total of
7 semi-knocked-down (SKD) kits are planned for delivery, 4 of them have already
been supplied in 2004, while the remaining 3 are to be delivered hy year-end
2006.

During Phase Il 5 semi-knocked-down (SKD) kits were delivered in December
2004, with airborne equipment supplied at the beginning of 2005 according to the
production cycle. Phase |l provides for the delivery of another 22 aircraft.

During Phase Il in 2005, 8 semi-knocked-down {(SKD} kits were supplied, with
36 more kits to be delivered tater,

The delivery of the rest of the SKD kits is Phase IV, and is subject to the aircraft
production schedule.

Predictably, the licensed preduction shouid include provisions for a mainte-
nance, repair and overnaul business 1o service aircraft, manufactured both in Rus-
sia by Irkut and in India by HAL, Along with its subcontractors in the Su-30MKI
project, the Company will conduct necessary on-site upgrade procedures and pro-
vide needed technical assistance.

In addition. Irkut and HAL agreed o manufacture a number of Su-30MKI com-
ponents in India te be used on aircraft produced for third countries. In 2003, the
Company and Hindustan Aeronautics Limited signed an industrial Co-operation
Agreement, under which additional production facilities will be established in Nasik
to manufacture Su-30MK| empennage compenents: canard foreplanes, stabilizers,
vertical faitlins, and ventral fins. This expands the co-operation between the com-
panies heyond the Su-30MKI licensed production.

Considering the successiul experience of co-operation with the Indian industry.
Irkut Corporation started the ioint MTA (multi-purpose transport aircraft) project as
a risk-sharing parinership. The agreement was reached during Aercindia-2005 Air
Show in Bangalore, india. The pariies independently finance the project, collaborat-
ing closely from Phase | on the basis of a2 "distributed design office”. Experts say
that up to 570 aircrafi of that type (total volume of $570 biltion} are expected to be
sold within the next 10 years.

In 2005, on Aerolndiz {rkut displayed its most recent product - Yak-130 advanced
combat trainer, which following some changes could be used as a light fighter.

During the whole range of projects, along with its Indian partners rkut Corpora-
tion established and tested mechanisms of legal, technical, and financial co-cpera-
tion, as well as gained invaluable experience of a joint venture to produce a high-
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tech product. The result of almost 8 years of co-operation is the most modern fighter

service with the tndian Air Force, the fighter with unsurpassed performance and
combat capabilities. Su-30MKI is powered by the AL-31FP thrust vectoring engines
and has a phased array radar system:. The aircraft is able to employ TV, IR, or radar
guided high-precision ammunition to engage air, ground, and sea targets.

Table ! presents the dynamics of the co-operation between Irkut Corperation
and India. The contracts for the delivery of aircraft (including executed contracts)
totalled almost $1.9 billion, the Su-30MKI licensed production contract — $2.3 bil-
lion, while a# joint projects betwean Irkut and India accounted for $5 billion.

Malaysia

The co-operation with Malaysia started in May 2003, when a nearly $300 million
contract was signed for 18 Su-MKM multi-role fighters. Under the contract, the
aircraft are to be delivered in 3 batches. The first and second batches are planned
scheduled for 2007, the third — for 2008.

in 2005, Irkut experts along with experts of the Malaysian Air Force set a
purchasing schedule fer equipment and materials to be used under the contract.
Su-3MKM is a modification of Su-MKI, the difference being the avionics. The de-
velopment of Su-MKM is run by Sukhoi Company and Thales, French avionics

Qanulacturer, and a number of other companies from Russia and other countries.
ignificantly, the avionics and the armament systems have been upgraded tc com-
ply with requirements, set by the Malaysian Air Force.

Malaysia has already expressed interest in other irkut products, which means
that the co-operation between Malaysia and the Company will most probably not be
reduced 1o the delivery of 18 Su-30MKM fighters. In December 2005, at LIMA-2005
Aerospace&Maritime Show, Irkut Corporation displayed Yak-130 advanced combat
trainer, Be-200 amphibious aircraft, and unmanned aerial vehicles of different types,
weighing from 2 to 850 kg. Air show of Yak-130 trainer and 2 kg UAV were con-
ducted. As a result, Irkut with its Yak-130 in coliaboration with Rosoberonexport will

supposedly compete against Aermacchi and BAE Systems {also participants of the
Show) in the 2006 tender, held by the Malaysian Air Force.

Back in 2003, during the official visit of President Putin to Malaysia, an agree-
ment to establish a marketing centre to jointly promote Be-200 in the markets of
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the Asian Pacific region was signed. In the past 2 years, a number of Be-200 pre-
sentaticns were held for various Malaysian ministries and agencies. Specifications
for Be-200 has been determined to comply with Malaysian requirements. In case
Be-200 is hased in Malaysia, it can be used for search&rescue and fire-fighting
missicns by the countries neighbouring Malaysia.

Thailand

In 2005, the parties signed a Memorandum of Understanding for the delivery of
12 Su-30MKM's. The possibte total of the deliveries is estimated at $500 million.
Thailand will receive Su-30MK, similar 1o the Indian and Malaysian fighters, but
upgraded to conform to requirements of the Thailand Air Force. The aircrafl is sup-
posed to be delivered in 2 batches within 2 years — © aircraft a year.

Indonesia

In June 2005, within the frames of the Comprehensive Russian Civit Aircraft Promotion
Programme, in collaboration with the Russia-ASEAN Co-operation Feundation, headed
by Irkut Vice-President Vladimir Sauiov, negotiations between the Russian delegation
and Indonesian Environmental and Ferest Management Committees of the Indonesian
Parliament Lower House were held. The Russian delegation came forward with a plan
aimed at improving forest fire-fighting missions. The combined use of the Russian Irkut-
produced Be-200 amphibious aircraft and UAVs was suggested. Given the problem of
forest fires is very acute for Indonesia, the members of the Lower House expressed inter-
est in Irkut's new aircraft and suggested that the negotiations conceming the conditions
on which Be-200 can be purchased be continued.

Algeria
in December 2005, the Russian (inctuding Irkut Corporation) and Algerian parts
initiafled the contract for the delivery of 28 Su-30MKA fighters and 16 Yak-130
advanced combat trainers to Algeria. At that same time the Company started the
funding procedures for the project. The contract will be worth more than $1bil-
lion.

The agreement was signed on March 10th 2006 during the visit of President
Putin to Algeria. Some projects within the contract were started back in 2005.
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According lo the contract, Irkut has o deliver 6 Su-30MKA fighters in 2007,
0 10 aircraft in 2008, and 12 more in 2009.

Italy

Preliminary evaluation and operation of aircraft is a compulsory requirement, set
by the ltalian authorities before a decision to purchase aircraft. That is why the
Be-200ChS amphibian has been under evaluation in ltaly for 2 years now in accor-
dance with a leasing contract, signed by Beriev Design Bureau (OAQ Beriev TANTK,
Irkut subsidiary) and ltalian SOREM, the authorized firefighting service operator as-
signed by the Civil Protection Department (Protezione Givile) of Italy.

On July 17th 2005, following @ number of trial flights, Be-Z0QChS was put on
the alert mission in accordance with an crder, issued by Protezione Civile and ap-
praved by the Mtalian aviation authorities. July 20th the amphibian performed two
major fire-fighting tasks in italy.

All in all, the two seasons of the Italian evaluation period {including 2004 op-
eration) resulted in 240 airborne hours and 700 intakes and dumps of water mixed
with firg-extinguishing chemicals (a tota! of 5.400 tons).

Austria

‘.\n August 2005, Irkut Corporation signed a Letter of Intent with Austrian Diamond
Aircralt Industries GmbH, under which an unmanned aerial vehicle should be de-
veloped. The UAV will be built on the basis of DA42 Twin Star aircraft by Diamend
Aircraft with the technology provided by Irkut. The project is planned 1o be run on
a risk-sharing basis.

Portugal

In Ociober 2005, during the meeting of the 2nd Joint Commission for Economi-
cal, Industrial and Technical Co-operation between Russia and Portugal, Irkut con-
ducted a presentation of Be-200 amphibious aircraft. As a result, the decision was
made to start negotiations about the possibility of purchasing Be-200 amphibious
aircraft by Portuguese authorities.

On June 7th, 2006 the Mational Fire-Fighting and Civil Protection Department of
the Portuguese Ministry of interior Affairs and Beriev Design Bureau signed an agree-
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ment for the jease of Be-200 amphibians to be used in fire-fighting in Portugal. The
aircraft is Jeased for July-August 2006. Following the execution of the lease contract,
the Portuguese side is 10 make a decision to purchase a batch of Be-200's.

France

In January 2005, Irkut Corporation held negotiations with the Civil Protection De-
partment of the French Ministry of Interior Affairs concerning a possible purchase of
a batch of Be-200 amphibians.

In addition, to facilitate the certification aof the aircraft according to international
standards and jointly market the amphibian in the international market, Irkut and
EADS established a Russian-French joint veniure “EADS Irkut Seaplane SAS".

4.2,
Irkut-EADS Partnership

The co-operation with the European Aeronautic Defence & Space Company (EADS)
started in May 2002, when the parties signed a Co-operation Memorandum at
ILA-2002 International Aerospace Exhibition in Berlin, Germany. The memorandum
envisaged Irkut's and EADS's joint marketing of Be-200 amphibicus aircraft in the
Eurcpean market. By ILA-2003 the sides had researched the market of amphibicus
aircraft, made a list of potential custemers, and on May L1th, 2004 an approximate
Agreement for Stralegic Co-operation was signed. The main tasks were to focate key
areas of co-operation between the 2 parties for long-term, mutually beneficial and
strang partner relations. Within the frames of the agreement, the companies started
jointly to market Be-200 amphibian and to provide technical support for EADS
Curocopter in Russia. But that was only the beginning of the mutually beneficial
relationship between Irkut and EADS.

As soon as on July 21st, 2004 the Company and EADS signed an agreement
to establish EADS Irkut Seaplane SAS joint venture with the targets of Be-200 cer-
tification and promotion. The parties announced their decisicn at Farnborough in-
ternational Airshow. The Constituent Agreement to establish the joint venture was
signed in August 2005, Under the agreement, Irkut owns a 70% share in the JV,
EADS - 30%.

Within the frames of the concluded agreement, Airbus (EADS subsidiary) placed

workpackages for the production of critical components for the A320 family aircraft
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Scheme 1. IRKUT-EADS
CO-OPERATION

Co-operation in the fields
of development, production,
design, and certification

with Irkut. The contract was signed on December 21st, 2004 by Gustav Hum-
:rt, President and Chief Executive Officer of Airbus, and Valery Bezverkhny, Acting
President of Irkut, in the presence of Russian President Vladimir Putin and German
Chancellor Gerhard Schroeder. 4 significant work packages were included in this
contract: the nose landing gear bay. keel beam, flap track, and a floor grid seclion.
The first deliveries of the subassemblies to Airbus sites were scheduled for 2006.

In accordance with the contract, a joint workgroup was established with the
goal of an extensive evaluation and preparation of Irkut production lines to underge
the certification, as required by standard Airbus procedures. The preparation works
included standards harmoenization, modernization of the manufacturing facilities,
procurement and instaflation of equipment, development and preduction of shop
auxiliaries, production and testing of test pieces, development and testing of logis-
tics principles and techniques. In June 2005, AECMA-EASE/Airbus auditors noted,
that a lot of work had been done and confirmed that the Corporation had met the
EN 9100 international guality management and quality assurance slandards. A
Certificate of Compliance #251242 was issued, on the basis of the audit con-
ducted. Accordingly. Irkut became the first certified suppiier for Airbus in Russia
followed by its inclusion into the data base of AECMA (Association Eurcpeenne des
Constructeurs de Materiel Aerospatial), Association of European Aircraft and Com-

nents Manufacturers, as the EASE (Furopean Aerospace Supplier Evaluation}
6)plier, After the completion of the audit, the Company started execution of the 4
contracts for the delivery of A320 components, signed at the end of 2004,

At the same time, the companies continued the joint marketing of Be-200
amphibious aircraft. In January 2005, the Russian Aviation Register MAK and EU
Certification Centre signed an agreement for Be-200 (with D-436TP power plant}
fire-fighting amphibious aircraft to undergo testing to comply with EU standards.

In September 2005, Irkut corporation and EADS Deutschland GmbH (Defence
& Security Systems) in Augshurg signed “Agreement on Quality”, which became the
first agreement of the kind, concluded by Irkut as an aircraft components supplier
for European aircraft manufacturing companies.

—  Manulacturing of shop

auxiliaries, compoenents,
conmplementary parts,
assemblies, and unils
for EADS

Co-operation in A350 project
and conversion of passenger
A320 plane inta cargo versions

NG {New Generation)
Project

Co-operation in the field of
military transport aviation
{development and
manufacturing)

Be-200 Project
{certification and marketing)

Co-operation in the field of
fest equipment
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Assistance in the fietd of Transfer of experience
modernization of Irkut’s in the field of corporate gover-
manufacturing facilities nance

——  Transfer of necessary

technology to Irkut

Development

and introduction

of training programs
for Irkut employees

Installation of necessary
software

Phased transfer
of engineering work

Cther preparation
of manufacluring facilities
for modernization

Trainings and seminars
for Irkut managers

Joint meetings with
analysts and experts

Corporate finance
Trainings for Irkut
managers

Consultations concerned
the consolidations of
Russia's acrospase
industry (UAC)

In November 2005, yet another area of co-operation was established ~ BETA
Air company {(Irkut subsidiary} and EADS Test&Services (a wholly owned subsidiary
of the Defence and Security Systems Divisicn of EADS Group) signed a Co-operation
Memorandum, covering cellaboration in the field of test equipment. The companies
agreed Lo develop a2 unified testing equipment solution, based on NASKD-200 Au-
tornatic Test Equipment by BETA Air and ATEC Series 6 General Purpose Automatic
Test Equipment (GPATE) by EADS T&S. The solution will have to meet maintenance
requirements of Russian air carriers, which are now purchasing Western aircraft in
increasing amounts. The project launch is scheduled for early 2006.

The results of the upgrading and harmonization efforts became visible as soon
as 2005. Accordingly, in addition to the contracts for the production of A320 Fam-
ity components, Airbus placed additicnal large work packages for A330, A340,
and A380 Families aircraft with Irkutsk Aviation Piant (IAR). Under the agreement,
Irkut's will produce wall panels for the A320 Family auxiliary centre tank, A330/
A340 Family wing ribs and flap-track roller beams, plus other majer components
for narrow-body, and long-range wide-body aircrafl, as well as A380 avrcralt, the
largest airliner in the world. The term of the contract is 10 years with an annual
volume of $14 million. The first deliveries of the sub-assemblies and components
from Irkuit will begin in 2007,

The next step in the development of the partner co-operation was a round of
negotiations on a joint A320 civil freighter aircraft conversion business. The con-
version activities by Irkut will include the production of conversion kits for freighter
A-320, while MIG will be responsible for design and cenversion at the MiG plant
in Lukhovitsy.

Irkut Corporation and EADS have made a long way to the type of strategic co-

operation that they have established. These 4 years saw an extensive co-operation
covering a wide range of projects in three major areas (Scheme 1}
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Scheme 2. 2004
The Dynamics of the

Irkut Corporation

and EADS Partnership

01.09

01.10

o111

01.12

2004 EADS put in an order to the
Russian Federation Government
for the approgriation

of 10% irkut Corporation stake

4.3,

@cai with EADS
Almost right alter the Strategic Partnership Agreement was signed, the two sides
began discussing a prospect acquisition of a 10% stake in Irkut Corporation by
EADS (Scheme 2).

The impertant step toward thal goal was the acquisition bid for the 10% stake, filed
ty EADS to the Russian Government on September 21st, 2004. As soon as 26th of No-
vember, the Govemment approved the deal, and in February 2005 Irkut and EADS initi-
ated necessary procedures to finalize the acquisition of the share in friut Corporation.

On June 24th, 2005, the Annua! Sharehotders Meeting approved the EADS
deal. It was decided, that the authorized capital be increased by 12.09% in favour
of EADS by the issue of 120,824,363 new shares at the face value of 3 roubles per
share through the closed subscription. The deal envisaged that the shares, left after
the realization of the preemptive rights of the current sharehclders would be bought
by EADS. The iist of shareholders, possessing the preemptive right to buy newly-
issued shares was made at the date of the Annual Shareholders Meeting. The
shareholders, whao voted againsl the new issue of shares or shareholders, who did
not participate in the vote secured the option to buy the new shares.

On August L6th, 2005, at the MAKS-2005 Air Show in Zhukovsky, near Mos-

w, Oleg Demchenka, President of Irkut, and Stefan Zoller, CEO of the Defence and
Security Systems Division and member of the Management Committee of EADS,
signed an agreement confirming the intention of the strategic investment in [rkut
Corporation through the prospective acquisition of newly-issued shares, represent-
ing up to 10% of Irkut's outstanding capital. The Company continued the procedure
of the new share issue, as was envisaged by the agreement. That same day, the
Board of Directors of Irkut Cerporation appreved the Decision on the New Share
Issue, as well as the Securities Issue Prospectus. The procedure of due diligence
was started, foltowing which the final share price was established and a contract of
purchase was concluded.

On 29th of September, the Russian Federal Financial Markels Service
(FFMS) registered the new issue of commoen registered nondocumentary closed-
subscription shares of OAQ “Irkut Corporation”. The issue was given identifica-
tion number of state registration 1-03-0004C-A-002D. The quantity of the new
issue shares accounted for 120,824,363 shares, the face value of each share
of the new issue - RR3.

the Russian Federation
Government approved
the deal
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The common Annual Shareholders Meeting: The agreement FFMS registered  The Board of Directors ~ The end
the deal was approved, it took a decision about the additional  of the Irkut Carparation  of the deal
to increase the authorized capital by 12,09%. the intenticns issue indicated the price of the

additional issue distribution

On 5th of October, 2005, an Extraordinary Shareholders Meeting was held.
The Meeting approved the amendments to the Charter of the Corporation. The
amendments included improved rights of minority shareholders to influence strate-
gic decisions. So, if earlier only the simple majority was needed {c slart liquidation
or bankrupt procedures for the Corporaticn and its subsidiaries, or o conclude an
agreement of strategic parlnership, after the amendments were intreduced such de-
cisiens will have to be supported by $0% of the Board of Directors. It is noteworthy
that the initiative to amend the Charler was launched by EADS and was supported
by 99% of the shareholders, who tock part in the voting.

On October 14th 2005, the Board of Directors of Irkut Corporation approved
the share price of the new share issue (12.09% of the authorized capital) at the
level of RUR1S.13 in favour of 000 EADS {Russian subsidiary of EADS) and those
shareholders who had a preemplive rights 10 acquire shares. Shareholders were
able o realize the preemplive rights in the period from 15th of October to 28th of
November 2005. Some part of Irkut's shareholders realized the right and beught
out 1,371,922 shares of the new issue for the total amount of around $1 milfion.

On December 16th 2005, Irkut Corporation and EADS closed the deal for the
purchase of the 10% stake in (rkut by signing a Purchase Contract for 97,813,162
shares worth $65.3 miflion. Following the ctosure of the deal, a decision was made
1o elect CEO of QOC EADS to the trkut's Board of Directors and an Agreement on the
Principles of Further Co-cperation was signed. The deal between Irkut and EADS
was of paramount significance as for the first time in the history of the Russian
defence & military ingustry, one of the world's premier concerns acguired a stake in
a Russian aircraft manufacturing company. The EADS deal was anolher evidence
that Irkut is on the path of stable and prospeclive devetopment.

The shareholders structure changed as a result of the deal. Pursuant to the
inclusion of the shareholder with the 10% stake (OO0 EADS), the shares of {rkut's
management and Sukhoi Company decreased. The share of institutional and pri-
vate investors grew to some extent, as some shareholders realized the option for
the new issue shares. The introduction of an EADS representative into Irkut’s Board
of Directors was the final stage in the deal. On March 15, 20086, the Extraordinary
Shareholders Meeting elected the new Board of Directors, which included CEO of
000 EADS Vadim Viasov.

The stock market comprehended the news about the deal with EADS optimistically. So,
at late Novemnber, prior 10 the deal, the liquidity of Irkut’s shares {daily trade volumes on Rus-
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Table 2.
Geographical and Product
Diversification of the Order Book

REGION

South-East Asta and Far East

Middle East

North Africa

Central Africa

Eurape and CIS

Latin America
sian stock exchanges divided by number of shares in free-float) reached the record level of
2%. Immediately after the closure of the EADS deat the stock started growing, and as soon
as in December 2005 for the first time hit the level of USDO.7 per share. Given the situation
on the market, the closure of the Irkut-EADS deal, and the agreements concluded, including
the additional work packages, placed by Airbus for the production of A320/330/340/380
aircraft components, by March the stock was up at USD1.06 per share.
4.4,
Geographical and Product
Diversification of the Order Book
In 2005, as well as in the first 3 months of 2006, the Company achieved a high
tevel of geographical diversification, which is demonstrated in Tabie 3 below and on
the diagram of the gecgraphical and product diversification of the order book:
Table 3 .
Dynamics of Irkut's Order Book {decreasing by cash inflows), USD min
COUNTRY CONTRACT AS OF 31.03.06 AS OF 31.12.05 AS OF 31.12.04
2ria Su-30MHA delivery 848 0 o
Oﬂ Yak-130 delivery 216 0 0
Equipment defivery 135 O 0
Germany/France Production of components for Airbus 332 332 192
India Su-30MHI delivery a0 60 B0
Licensed production 1,979 1,979 1,944
Replacement of Su-30K 648 598 598
Malaysia Su-30MHKM delivery 373 373 455
Russia Be-200 delivery for Russian MES 838 a8 115
Project A-50 150 150 150
Yak-130 delivery for Russian AF 5 G4 94
MiG upgrade 30 30 0
Qther 40 40 a0
CIS Su-27UBK upgrade and repair 50 50 50
Su-30H upgrade and delivery 216 216 216

Total 5,171 4,010 3,934
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CURRENT CUSTOMERS POTENTIAL CUSTOMERS
India, Malaysia, China Vietnam, Indonesia, North Korea, Lacs, Myanmar, Thailand
Jran, Yemen, UAE, Syria. Turkey
" Algena Libya
Ghana
Germany, llaly, Russia, CIS states, France Gresce, Spain, Portugal, Croatia

Venezi:ela, Cuba, Mexico

But the indicated leve! of geographical diversification is insulfficient for a stable op-

0 eration of the Company, if we talk about a scenario when a buying country severs
intergovernmental relations. Therefore, Irkut is actively involved in marketing of ils
products in other countries, in the regions where the Russian (Soviet that is} arma-
ment and aircraft are traditionally poputar — Middle East, North Africa, Central and
South-East Asia (Table 2, diagram 1).

The Irkut's stralegy calls for a widely diversified product niche, given develop-
menis in the prospective markets and volatile geopolitical situation.

In addition 10 the geographica! criteria in diversification, the Company system-
atically expands its line of products. trkut's major strategic goal is to develop and
bring to production a line of competitive products to occupy the global niches of
bomber-fighters. as well as combat trainers, amphibious aircralt, unmanned aerial
vehicles, transport and commercial airplanes. In the year under consigeration, rkut
pursued the goal of diversification in the following areas:

. In June of 2005, the Company and the Russian Federal Industrial Agency
signed a contract for the development of the MS-21 family of shorl- and
medium-range commercial aircraft. Under the contract Irkut received the
funds for the development of a prefiminary design.

. In August of 2005, the first serial-production Yak- 130 prototype completed
in full the production tests. In October 2005, the aircraft was presented to

0 representatives of the Russian AF for joint official lests. Preliminary resulls
of the trainer trials are expected after 160 test flights. In March 2006, the
Corporation signed a contract with Algeria for the delivery of 16 Yak-130.
This contract is unique, since only aircreft already introduced into the fleet
of the producing country are usually considered for purchase by potential
customers. Irkui expects a lot from the Yak-130 advanced combat trainer
project. Now the Company is involved in the extensive markeling of the
aircraft, aiming by 2010 at forming an crder book, which hopefully will
generate up to 40% of Irkut's revenue beginning in 2012,
. In October, the Company signed a contract with the Russian Ministry for

Emergency Stuations for the production of a light monitoring, surveil-
lance, and reconnaissance UAV.
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The Barn Swallow (Hirunde
rustica) is a small migratory
passerine bird found in
Lurape, Asia, Africa and
the Americas, 1t hasa
long, deeply forked il
and curved, pointed wings.
‘The Swallows, nesting in
Lastern Siberia and Far

L. overcomes 8000 hm
and winters in Malavsia.
The Rarn Swallow refurs
10 the most Jong-disiance
migrants and may cover
up o 11655 km. They are

The Barn Swallow

(Hirundo rustica)

flving very high in the sky
with a speed nn average
40-50 km a day, but some
davs they may fly a distance
up to 100 km. ‘The Bara
Swallows are very attached
ta their nesting place and
every spring they wend their
way to it. According to the
cross-feeding data, some
individuals may live up e
10 years.
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. in December, the design specifications for Multi-Purpose Transport Air-
craft {(MTA) were approved, and a draft of a Russia-India MTA Agreement
was issued, on the basis of which the General Staff of the Indian AF speci-
fied the requirements for MTA.

. The year under consideration saw Irkut's marketing efforts 1o promote Be-
200 amphibious aircraft and its UAVs of vanous types. Specifically, in
December 2005, the Company displayed the products at the LIMA-2005
International Aercspace and Maritime Exhibition in Malaysia. (n June Irkut
place an offer with the Lower House of the Malaysian Parliament for an
“aerial complex”, comprising cne Be-200 amphibian and several UAVs.
In October, the Company ¢onducted a presentation of Be-200 in Portugal,
while in January carried out a round of negotiations with the Civil Protection
Department of the French Ministry of Internal Affairs ahout 2 prospective
purchase of a batch of Be-200.

4.5,
Irkut’s Role in the Consolidation
of Russia’s Aerospace Industry

Back in the 1990s, the Russian aerospace&defence industry was going through
"extensive restructuring. That is when an idea lo unite the Russian aviation industry
into one and single holding occurred. But it wasn't until 2004 that the first specific
steps were taken. That year, the Russian Ministry for Industry and Energy developed
The Concept of a United Aircraft Company, later approved by the Prime Minister.

Historical Overview

The Soviet and then Russian space and aircraft industry has traditionally been
among world's leaders in the field. Some Soviet designers have contributed signifi-
cantly into the development of the global aviation. Predictably, the Soviet industry
mainly focused on the military aircraft - our fighters were second to none in terms
of some performance characteristics and combat capabilities. and sometimes were
a generation ahead of their Western competiters. The Soviet aerodynamical devel-
opments are being used even today and are competitive and at times more prefer-
able, in terms of manoeuverability, for example. To lustrate this fact. we can turn
to the Indian-US series of mock battles, where the Indian pilots on Russian-made

Diagram 1.
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Su-30 racked up a record of 28-2 against U.S. F-15 and F-16 fighters. Such a
success was based on exiensive funding and intensive develepment - the Seviel
aerospaceddefence industey used up to 50% of the country’s resources.

However, the collapse of the Soviet Union and the gravity of the economic
crisis that followed resulted in scarce funding of the industry and its further slowed
development. The Russian designers and develepers had to somehow continue
working, utilizing what had been done in the 1970s-80s. At the same time their
foreign counterparts advanced greatly in the development of new aircraft, including
the fifth generation fighter. Western aircraft design houses have managed not only
to catch up, but to leave the former leaders behind. The current manufacturing
facilities of many former Soviet aircrafl producers are obsolete, the manpower of
the industry is characierized by the lack of qualified personnel and deteriorating age
indicators. The industry is characterized by atarmingly tow utilization of information
technologies and definite overcapacity, while the financial soundness of the major-
ity of enterprises is more than questionable.

Great number of design bureaus, numerous production lines, and aviation pro-
duction assaciations within either integrated or independent companies are typical
characteristics of the modern state of the industry. The overcapacity, meant to cover
orders for hundreds of aircraft in the Scviet times, is combined with the lack of
modem market infrastructure. The idea behind such a structure was to avoid domi-
nance of cne of the manufacturers, encourage competiticn for state orders with the
ultimate goal of ever-increasing guality of products produced. Most impressively,
the Soviet industry was effective and efficient, complying with all requirements set
by the Soviet Government,

However, now the companies almost exclusively focus on the domestic compe-
tition, struggling for state orders and competing with fellow Russian manufacturers
in the international market. But such a siuation leads to nothing but exiensive
consumplion of scarce resources and undermines the country's competitiveness
in the global aircraft-manufacturing market. To be internationally successful. there
has to be a national company, which is sound, dynamical, efficient, strategically
focused, a company that is relishing the organized support of the government.
The consolidation of the industry and eliminaticn of the domestic competition will
help survive and hopefully turn Russia into the third world's aircraft-manufacturing
centre. Besides, the experience of the industry's globat leaders indicates that we
are an the right path.
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The United Aircraft Company {UAC)

| 2005, the Government of the Russian Federation made a decisive siep towards
the revival of the Russian aircraft manufacturing industry. Following a period of
waiting and anticipation, and several preparatory phases, the Decree on the Es-
tablishment of the United Aircraft Company (UAC) has been issued. UAC is meant
to consolidate intellectual, organizational, and material rescurces inte a united air-
craft-manufacturing industry. The backbone of the consolidation process. which is
expected 1o be over by the end of 2007, is a phased integration of the operational
aircraft-buitding enterprises {as Irkut/Yakovley, Sukhoi, MG, liyushin, and Tupclev)
into an umified hotding and corporate structure. Accordingly. the Russian aircraft-
manufacturing industry is at the threshotd of new era in its development, with new
prospects and opportunities ahead.

Irkut Corporation. as the most progressive company of the industry, plays one of
the major roles in the process. Irkut presents a 20% share of the Russian military
export, it has the largest order book ($5.2 biliion) and the biggest backlog to rev-
enue ratio, During the last five years, the Company has been in the Jane's Delence
Top-100 - rating of the global military&defence industry, Plus, Irkut Corporation is
the only public company of the Russian MD industry, which shares trade on Rus-
sian and international floors.

Irkut management are known as experienced managers and considered as

hly qualified professionals by many experts. It can be illustrated by the follow-
ing facts: First, in October of 2004, Alexey Fedorov. Irkut President and its biggest
private shareholder, was assigned by lhe Russian Government as CEO of MiG with
the tasks to stabifize the financial situation of the company and prepare MiG trans-
fer into @ JSC. Second, within the frames of the consolidation process. the Rus-
sian Government established the United Aircraft Consortium - a nan-commerciaf
partnership. From the very first day of ils establishment, Valery Bezverkhniy, Irkut's
First Vice-President, headed the Consortium. Valery Bezverkhniy is also a member
of Irkut's Board of Directors.

In addition, in early March 2008, Alexey Fedorov, as a manager with an exten-
sive experience in the industry, was assigned CEO of the future UAC. At the same
time, he will be Vice-President of the Governmenta! Aerospace Industry Integration
Committee. Under the management of Afexey Fedorov, Irkut Cerporation was incor-
porated and launched IPO, established partner relations with EADS, signed a profit-
able agreement with India. Alexey Fedorov is a representative of Russia's private
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capital in the future UAC. that is why the fact that he has been assigned UAC's CEQ
is considered to be an evidence of the government's friendly attitude towards private
investors and a positive step towards a healthy balance of interests in UAC.

Thus, Irkut's management take an active role in the process of the industry's
consolidation, including the development of the consolidation strategy and mecha-
nisms. Irkul managers and major shareholders will seek fair exchange ratios for the
Company, and for each group of shareholders as well, including management. gov-
ermment, and the investment community, based on its cost-profitability and share
in the orders portfolic of the industry.

Deloitte & Touche CIS has been chosen as an appraiser of different companies,
which will form the authorized capital of the United Aircrait Manufacturing Corpora-
tion. We consider this fact as a right decision that will help evaluate the Company
equitably. The results of the audit will be verified by independent investment banks,
and the "Opinion” will guarantee the protection of the minority shareholders’ inlerests.
Irkut's management (the Corperation will initfally form an UAC's subsidiary) will seek
transparency of the holding group’s documents, as well as transparency of the subsid-
jary management system. Moreover, already at the initial phase of its farmation. UAC
is expected to become a public company.

Following the completion of the consolidation process and switching to a single
stock, the stock will be examined 1o meet eligibility and fisting reguirements of major
Russian stock exchanges.

Accordingly. if some Irkut shareholders vote against the integration of Irkut into
UAC or don't parlicipate in the voting, the buyback of the shares will be offered to
them, based on fair market price for the share in accordance with accepted standards
and procedures.

In general, Irkut experts are optimistic about the future of the United Aircraft
Corporation, both in terms of future UAC's revenues and capitalization. Subsequently,
the current Irkut shareholders and future UAC shareholders will most certainly benefit
from the consolidation, becoming shareholders of an aircraft manufacturing holding,
able to generate $7 - 8 billion annual revenue and formed by leading Russian aero-

space companies.
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2005 Board of Directors

a.

Alexey Fedorov
Chairman ot the Board

In 1997 — 1998, Alexey Fedorov was CED of Sukhoi
Company, in 1998 he joined Rosvoaruzhenie as Adviser to
CEQ, since 1998 - President of GAO IAPO, from 2002 to
2005 - President of OAQ “Irkut Scientific and Production
Corporation”™. In 2004, Alexey Fedorov was appointed CEQ
and Designer General of MiG “Russian Aircraft Corpota-
tion". Member of Irkut Board of Direclors since 1998.
Since 2005 - Chairman of the Boards of Directors of Irkut
Corporaticn, Beriev Design Bureau, and Yakovlev Design
Bureau.

b,

Valery Bezverkhniy
Deputy Chairman of the Board

From 1998 to 2001 Valery Bezverkhniy was President of
ZAD “FTK Company™. From 2001 to 2002 - Vice-Presi-
dent of OAQ 1APO. Valery Bezverkhniy is currently First
Vice-President of OAC "lrkut Scientific and Production
Corporation” and President of the United Aircraft Consor-
tium. 1 1998 - 2003 he was Chairman of Irkut Soard of
Directors.
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irkut Corporation not only strictly complies with all applicable Russian and
international laws and regulations, but assumes cbligations to conform high
business ethics and integrity standards. On the path of our development, we
are striving 1o comply with accepted international rules and standards of corpo-
rate governance, while systematically conducting programs, aimed at improving
those slandards.

In May 2002, to increase transparency and guarantee rights of sharehold-
ers and investors, the Code of Corporate Ethics, later amended and improved,
was adopled at a shareholders’ meeting. The current Code is a set of rules and
ethical standards, which cover all aspects of activities and relationships related
to management and corporate governance. The Code is aimed at protecting
interests and rights of Irkut's shareholders. increasing confidence in the Com-
pany of current shareholders and potential investors, and ultimately enhancing
Irkut's investment aitractiveness. The protection of sharehotders interests is one
of the Company’s key priorities. That is why Itkut is focused on increasing the
Company's capitalization and regular dividend payments. In addition to lthese
sieps, we are commilted to Irkut shares greater liquidity in the Russian and
international stock markets.
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5.1.
‘.I'he Board of Directors

The Beard of Directors comprisas the governing body of the Corporation and exer-
cises general controd over the Company and reports to the Meeting of Shareholders.
We believe that the major task of the Board is to bring prosperity to the Corporation
on the basis of safeguarded interests of all those involved in the corporate relation-
ships. Other important tasks, facing the Company, are to generate maximum income
and enlarge assels, defend the rights and legitimate interests of the shareholders,
efficiently supervise the executive bodies, ensure full, authentic and reliable public
information about the Company.

In addition 1o the functions, granted by corresponding laws, terms of reference
of Irkut's Board of Directicn cover the following areas:

. missicn and strategic priorities,

. corporate culture,

. financial and econcmic plans,

. efficient risk management,

. supervision cver lhe executive bodies,

. efficient control over financial and economic activities.

. protection of shareholders' rights and interests, mediation in corporate
o conflict resolution,

. control over disclosure and distribution of information.

To maintain objectivity of the decisions made and 1o keep a healthy batance
of interests, independent directors representing the executive bodies and various
groups of shareholders were introduced into the Board. Significantly, representa-
tives of the executive bodies of the Corporation must form not more than 25% of the
totat members of the Board. The same rule appligs te the percentage of independent
directors,

<.

Oteg Demchenko

in 1992 - 1994 Oleg Demchenko was First Deputy
General Designer of Yakovlev Design Bureau. From 1994
to 2001 - President/Genetal Designer of Yakoviev Design
Bureau. since 2001 - President and Chairman of Yakovley
Board of Directors. Member of Irkut Board of Directors
since 2003, in 2004 he was elected as Chairman of the
Board of Directors. Since 2005 - President and Chiel
Executive Officer of OAQ “Irikut Scientific and Producticn
Corporation”.

d.

Vladimir Kovalkoy

In 1997 — 2003 Vladimir Kovalkov was CEQ/Senior
Vice-President (Production} of OAO “irkut Scientific and
Production Corporation™. Since 2003 - CEO of IAP ~ main
production site of Irkut Corporation. tn 2004, Viadimir
Kovalkov was elected as a member of Irkut’s Managemeant
Committee and in 2005 - member of skut’s Board of
Direclors.

e.

Mikhail Pogosyan

Since 1998 - CEQ OAD "Sukhoi Company™. since

1999 - CEQ OAD “Sukhoi OKB™. Member af Irkut's Board
of Directars since 2004. Also member of the Boards of
Directors of QAQ *Sukhoi Company” and GAO "KnAAPO”™.

£

Maxim Poletayev

In 1995 - 1999 Paletayev Maxim was Diraclor, Reserves
Department, Yaroslavl branch of Sherbank of Russia. In
1999 - 2002 - Vice-President of the Execulive Board of
the Northern Bank, Sherbank of Russia. Member of Irkut
Board of Directors since 2004.




g.

Alexey Ponomarev

In 1998 - 1999 Alexey Ponomarey was First Vice-Presi-
dert of Tupotev Company (* Tupolev Aviation Scientific-
Technical Complex”). In 1992, ne was appointed Director
of the Intaragency Analyticat Centre, in 2000 - Re-
search Director of the institule of Advanced Training for
Defence&Military Industry, the Higher School of Econom-
ics. Member of hkut Board of Directors since 2003,

h.

Sergei Tsivilev

in 1988 - 2000 Sergei Tsivilev was Vice-President, and in
2000 - 2001 - First Vice-President of ZAD “FTK Company™.
In 2001, he joined Irkut Corporation as Vice-President,
Corporate Economics and Finance, in 2003 - 2004 - Senior
Vice-President. Corporate Economics and Finance. Since
2004 Sergei Tsivilev is First Vice-Fresident/General De-
signer of MiG Company. Member of Irkut Board of Directors
in 2003 - 2004 and since 2005.

I

Sergei Chemezov

In 1996 - 1999 Sergei Chemezov was Director, Foreign
Economic Refations Department, Administration of the
President of the Russian Federation, in 1999 - 2000 ~
CEQ Promexpaort. In 2000, he was assigned First Vice-
President, and in 2004 — Presigent of Rosoboronexport.
Sergei Chamezov was clecled as a member of Irkut Board
of Directors in 2004.
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In order to increase the effectiveness in the decision, the compensation of the
Board's members depends, among other criteria, on the annual increase in the
Company's capitalization {increase in nel assets).

To assist the Board of Directors, special committees were established. The com-
mittees are in charge of recommendations on critical issues, forming a direct com-
munication link between the Board and executive bodies:

+  Strategic Development and Ptanning Committee,

. Budget Commitiee,

. Personnel and Remuneration Committee.

. Audit, information and Shareholders Relations Committee.

In June of 20086, the Meeting of Sharehoiders elecied the new Board of Direc-
tors. In accordance with the internationally accepted practices, ane independent
Director and one Direclor. representative of Irkut's minority investors, became mem-
ters of the new Board.

5.2.
The Board
of Directors in 2005

In 2005, the Board of Directors made a number of important decisions, aiming at
adjusting Irkut's corporate governance 1o internationally accepted standards. Signifi-
cantly. in 2005 an EADS representative joined the Board.

There were 14 meetings of the Board of Birectors in 2005, either in a form of a
full meeting or via interview, making it possible to take inlo consideration opiniens
of each member of the Board. The Management Committee took over some func-
tions of the Board, thus allowing the members of the Board of Director to focus on
issues within the Board's competence.

Last year, the Board of Directors placed a special emphasis on the strategic
development of the Corporation, finance and economic planning and supervising,
corporative risks analysis and management. In addition. the Board discussed the
issue of Irkul’s informational policy.

Due to the Board's intensive work in 2005, the Corporation managed to ad-
vance towards its sirategic goals, greatly improving the level of international co-
operation and partnership.
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3.
éhe Management Committee

In 2005, for the first time in the history of the Corporation, a collegiate executive
body — Management Commitlee — was established (Table 4}. The Committee
supervises the Corparation’s activities within its competence in compliance with
corresponding Russian laws, the Charler of the Corporation, and other corporate
rules and regulations.

The Committee worked in accordance with the schedule. approved by the
Board of Directors. The schedule included the areas of responsibifity of the Commit-
tee for 2005, strategic and current issues, schedules of the issues’ consideration,
and responsible executives concemed. The schedules mentioned included a wide
range of issues critical to the Company’s development: cerporate governance policy,
product&marketing strategy, financial, budget, and informational policies, assets
restructuring. The scheduies also included issues of budget monitoring, progress of
major projects, and areas of the Corporation’s development.

There was a total of 9 meetings of the Committee. The main issues considered
fall into 5 categories:

. strategical development of the Company;

. corporate governance and management. including introduction of a proj-

o ect management system, improvement of the units’ cellaboration within
the frames of through business processes, development of regulation pro-
cedures for corporate, project, budget, and administrative management;

. financial and economic activity, including measures to beller regulate and

improve the budget planning and spending;

. execution of the main projects and programs;

. deals approval and procedural issues.




Table 4.
The Management Committee as of December 31st, 2005:
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N NAME POSITION IN IRKUT CORPORATION

1 Oleg Demchenko President

2 Valery Bezverkhniy Fiist Vice-President

3 Vladimit Chitikov Vice-President, Corporate Economics

4 Nikolai Dolzhenkov First Deputy CEC/Designer General, Technical Cirector, JSC Yakoviev Design Bureau
5 Dmitry Elisesv Vice-President, Corporate Finance

3 Victor Kobzev CEQ, J5C Beriev Design Bureau

7 Vladimir Kovalkov CED, Irkutsk Aviation Plant (IAP)

8 Viadimir Sautov Vice-President, Marketing and Foreign Relations
9 Serpei Smekhov Chief Accountant

10 Sergei Vasilenko Itkutsk Aviation Plant (IAP}, Directer, Production

Alexander Veprev

Irkutsk Aviation Plant (IAP}, Technical Director

5.4.
The Organizational Structure
of the Corporation

Scheme 3.

OAQ IRKUT CORPORATION

Production Sales, Marketing, and Strategy -
IAP | LCogporate Centre
R&D
. - — I irkut AviaSTEP 100% l
Production Sales and Marketing
L [ essc wew 51.0% | | c1C Beta ai 73.4% || [ sC vaxoter
Design Bureau 75.5%
| | JSC Beriev Lt | EADS
Design Bureau 54.2% tkut Seaplane 70.0% — l Russian Avionics 51.1% l
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Sufficient level

of employees’ prosperity
IS one of the indicators
of the Corporation’s
SUCCess




Diagram 2.
Distribution of the Irkut Corporation
Enployees in 2005
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wWhen we say “Irkut Corporation”, we mean the people, who work here. We believe
that one of the major keys to success for the Corporation is the prosperity of its
employees. To achieve this goal, we imprave remuneration programs including pay
increase. targeted welfare programs, betler social infrastructure, and other social
issues, including housing of Irkut’s employees.

HR Policy

In 2005, Irkut Corporation continued the policy of cost reduction and personnel
restructuring of the Irkutsk Aviation Plant (IAP). As a result, the average number of
stulf decreased 15%, and accounted for 10,583 employees as of December 31st,
2005. This allowed the Corporation to increase significantly the average salary,
making IAP the leader of the Irkutsk Region in this field. The percentage of the in-
direct labour decreased from 3.5% 1o 1.7%, accordingly increasing the percentage
of the direct labour.

At the same time, the consolidated workforce of the Corporation increased by
10% and accounted for 15,424 employees compared to 14,022 in 2004. The in-
crease in the workforce was due to last year's bigger share in Beriev Design Bureau
and integration of the Beriev's financials into the Corparation reporting. The tables
below and diagram 2 set out the overalf workforce of Irkut Corporation:

EMPLOYEES BY BUSINESS UNIT AMOUNT
a. Irkutsk Aviation Plant 10,583
b. Beriev Design Bureau 3.022

c. Yakoviev Design Bureau 850

d. Russian Avionics 159

e. Other Subsidiaries 810
Total Irkut Corporation 15,424

Reducing overhead expenses through restructuring and withdrawal of nonspe-
cialized assets, while retaining and developing the critical production-related werk-
force is a major part of the carporate HR policy.

The implementation of the HR policies resulted in the reduced average payrofl
and restructured workforce and focused on the increased percentage of direct pro-
duction labour (its proporticn increased by 1.75%).

The age analysis of the Corporation's workforce shows that while the average
age of workers remains stable, there is a tendency toward a great number of the
retirement and preretirement age workers. Accordingly, one of the demanding HR
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In 2005, the parties signed a
Memorandum of Understanding for
the delivery of 12 Su-30MKM's. The
estimated volume of the deliveries
amounts to $500 million.

Thailand is offered the type of Su-30MK,
similar to the Indian and Malaysian
types of fighters, but modified lo meet
in full to requirements of the Thailand
Air Force. The aircrafts are supposed to
be delivered in two batches within {wo
years — six aircraft a year.

Thailand

Russia — Thailand
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HR and Social Polic:eé

Table 5.
Irkut Aviation Plant
Workforce dynamic and structure

INDICATOR 2005 2004 2003
Average payroll {employees) 10,583 12.350 15,609
Workforce structure:
main direct labour (%) 24.13 22.48 21.04
other direct labour (%) 74.18 74.08 67.07
indirect labour (%) 1.69 3.44 11.92

missions is to atiract, develop, and retain a younger generation of employees, as
ell as to develop systematically the existing workforce potential to be adequately
prepared for a wider range and a more complicated nature of tasks.

Persennel Training and Development

One of the Corporation’s key HR functions is, on a regular basis, to conduct ad-
vanced and vocational training of the personnel, with major emphasis being placed
on the development of the younger generation of employees. To 1his purpose, the
Corporaticn concluded long-term training and co-operation agreements with such
educational establishments as Irkutsk State Technical University, Irkutsk State Uni-
versily, Baikal Stale University of Economics and Law, Irkutsk Aviation Secondary
Technica! School, Vocational School #2. On-the-job training is also a major prior-
ity for the Corporation, accomplished by the Personnel Training Office. one of the
Corporation's departments {Table 5, 6).

The Personnel Department of the Irkutsk Aviation Plant closely cacperates with
specialized departments of the region’s leading universities. bringing out skills and
competence, which are required of a highly qualified industrial and production
engineer, The Department on a regular basis introduces changes intc the training.
adding new courses and adjusting the training to the requirements of IAP. For exam-

ie, students of the universities study 3D modelling tools and specialized designing
fiware (|AP purchased a training version of the software}. In addition, beginning
from the second year of education, the students spend a part of the academic year,
working al the production site, putting their skills and competence inte practice. As
a result, the Corporation receives highly qualified and custom-trained professionals.
Graduates of the Irkutsk universities prefer IAP to other companies, as it has the
maost aftractive in the region compensation programe and by right holds a reputation
of an employer of choice.

Advanced Training in 2005

To further develop the Corporation’s workforce, various advanced training programs
were adopled, covering the following areas: quatity management, information sys-
tems, nealth and safety in the workplace.

In the year under consideration, 2,446 workers completed various specialized
programs, 444 employees went through advanced training, 57 workers obtained the
second diploma. In addition, 2,349 executives and engineers took programs in the 1AP
educational network, which is a 49% increase over the scheduled parameter.
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Table 6.

Age and Professional Structure of |AP Workforce

INDICATOR 2005 2004 2003

Average age of employees (workers), years, including: 39.8 303 40.4
Percentage of workers younger than 35 v.o. (%) 39.3 35.3 41.2
Percentage of werkers from 35 to 55 y.0. (%) 45.6 47.4 47.6
Percentage of workers older than 55 y.o. (%) 15.1 133 1.2

In 2005 the Corporation's executives and engineers undertook programs of out-
side educational establishments and companies worth 3,315,000 roubles {a total
of 429 employees).

2005 Social Policy

Targeted social programs should become the backbane of the Company's social policy.
The employees have a right to choose social programs, benefits, and banuses they
need. The compensation package depends on performance of each individual worker
with the access to social services, listed in histher compensation package.

In 2005, the Corporation adhered to social programs in the following areas:

. full employment,

. adequate level of salary,

. improvement of the social support system,

. development of the personnel potential,

. greater level of social satisfaction of employees.

Last year, the younger portion of the workforce received partial pecuniary compen-
sation to cover food and rent expenditures and various housing programs, including
home construction activities and subsidized housing. Among key priorities are recre-
ation, culture development, sport, health in the workplace, sanatoria and health resorts.
In 2005, over 4,000 employees visited the Corporation’s sanatoria. There are kinder-
gartens and summer camps, supported by Irkut no to forget about the little members of
the employees’ families (1,200 children visited the summer camps in 2005).

The Corporation regularly adjusts the leve! of salary o the inflation and other pa-
rameters, The salaries were paid in accordance with the Collective Agreement. The
Company is currently develeping an incentive plans, based on graduated estimates
of professtonal competence and performance.

Health and Safety in the Workplace
Continuous improvement of health and safety in the workplace is a major priority
for Irkut Corporation. There is a three-stage syster of workplace health and safety,
adopted by the Corporation and controlled by representatives of the trade union. in
2005, a total of $0.2 million was spent to make the workplace as safe as possible.
All Irkut employees have production activities related accident insurance.

In 2005, 271 safety instructions were developed and approved, about 3,000 work-
ers passed the Safety in the Workplace re-examination.




CCCCCCCC

Environmental we pay great attention

to the protection of

Care and the unique ecology
PrOtECtlon of Baikal region




IRKUT CORPORATION
ANNUAL REPCRT
2005

Environmental Care is of paramount sigrificance 10 Irkut Corporation with great
attention paid to the protection of the unique Baikal region. Monitoring of the envi-
ronment is conducted by a specialized department - analysis of sewage, emissions
into the environment, discharges to surface and sub-surface water, noise, illumina-
tion intensity, X-radiation, electromagnetic radiation, explosion hazard, metecrologi-
cal parameters, and emissions of gas-cleaning systems,

The construction of the waste-disposal facilities on the main production site
in Irkutsk was the major environment-protection project of 2005. The Corporation
complies with all limits, set by the Russian Environmental Legistation concerning
the production, disposat, and treatment of waste materials, discharges to surface
and sub-surface water, and emissions into the environment. In 2006, a new elec-
troplating shap is planned 1o be launched.

In 2005, the Environmental Department of Irkut Corporation monitored and
supervised the harmonious exploitation of the natural resources, exercising of the
technological discipline, fulfilment of programs aimed at reducing pollution, proper
sewage disposal and purification.

An analysis of sewage and industrial water, workplace air and environment

were done in accordance with approved schedules. The total emissions into the
environment in 2005 decreased by 180.282 tons compared to 2004.

Decrease in emissions:

. solid substances by 68.396 tons,

. CO, by 68.666 tons,

. nitric oxide by 46.391 tons.
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8.1.
0 Results of Operstions

2005 was the best year ever in the history of Irkut Corporation in terms of revenue,
which increased by 14.5% from 2004 to record $711.7 million {Table 7).

Such an increase is due to a number of important considerations. First of all, in
2005 Russian and Indian parties have agreed upon the replacement of 18 Indian-
based fighters Su-30K (8 delivered in 1997, and 10 - in 1998) with an upgraded
version of Su-30MKI. Under the contract, Su-30K fighters will be bought back
by Irkut, then upgraded and sold to third party {presumably Ci3). In 2005, we

Table 7.
Results of Operations 2005, ‘000 USD

2005 2004 2003
Revenue 711,692 621,852 522,025
Cost of sales (357,774} (330,894) (315,100}
Incl. depreciation and amortization 20,368 16,385 16,378
Gross profit 353,918 290,958 206,932
Gross margin 50% 47% 40%
Operating expenses {204,417} (142,438) (131,700
0 Profit from operations 149,501 148,520 75,259
Operating margin 21% 24% 14%
Net financing costs {38,529 (60,749) (74,141}
Incl. Net interest expenses (47,176) (58,076) (65,109
Profit before tax 110,972 87,511 385
Profitability before taxes 16% 14% 0%
Income lax expense (27,295} (20,243} 565
Net profit for the year 83,677 67,268 950
Minarity interest 1,149 1,102 865
Net income 84,826 68,370 1,815
Net income margin 12% 11% 0,3%
EBIT 158,149 145,587 65,494
EBIT margin 22% 23% 13%
EBITDA 178,517 161,972~ 81,872
EBITDA margin 25% 26% 16%

« EBITDA lor 2004 is diffcrent from EBITDA, displayed in 2004 Annual Report {$164.9 miliion), due o corrections, introduceg inte the calculalion method - adjustimenis tor non-interest financial
EXPCNSES were made.
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Graph 1,
Dynamics of the Results of Operations in 2003 ~ 2005, ‘000 USD
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did a ot to execute this contract, and at year-end 2005 10 Su-MKIs had been
made, However, due to a request from the Indian party, the delivery dates were
rescheduled for 2006, In addition, in spring 2006 the final cost of this contract was
set. The documents confirming a price increase of this contract were recognized
by corporate auditor, which allowed the Corporation fo reconsicer reporting year
revenue, As a resull, the correction of accrued revenue amounted to $83.36 million
in 2005 and $107.17 in 2004.
Moreover, the growth in revente was conditioned by the increased value of work,
'.;onducted by Irkut subsidiaries, as well as by consolidation of assets, acquired by the
Corporation in 2005. Specifically, Beriev Aircraft Company revenue were $53.5 million,
while Russian Avienics - $23 million under the MIG upgrade programe.

At the same time, ihe cost of sales grew only by 8.1% in 2005 and amounted
to $357.8 million compared to $330.9 millicn in 2004. The insignificant increase
in the cost of sales is due to the fact that rkut aims at long-term contracts with
fixed prices, this way trying 1o ensure oneself against considerable growth in direct
costs — materials, components and other production-related expenses. Second, the
costs of the Indian fighters replacement were restruciured, and the Corporation
reported a less direct costs and more overheads.

a.
Revenue

b.
Gross protit

C.
Operating profit

d.
EBIT

a
Net protit
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Due te the fact that the increase in revenue outrun the increase in the cost
of sales, the Corporation reached a racord level of gross revenue ~ $354 million
{a 21% growth as compared to 2004). This, in its turn, further improved the gross
margin, which increased from 46% {it is anyway the highest margin in the industry)
to 50% in 2005.

At the same time, the considarable increase in the gross revenue was partially
balanced by the growth in the operating expenses, which increased by 43.5% to
$204.4 million, as compared to 2004, The operating expenses weant up generally
due 1o an increased share of administrative costs and highear distribution costs. The
reasens for the changes will be addressed in more detail below.

Thus, the increased operating expenses evened the heneficial effect of the
decreased cost of sales and the operating profit practically stayed the same (at
year-end 2005 it reached $149.5 million, which is $0.98 million more, than in
2004}

The operational margin decreased lo 21.0%, as compared to 23.9% in 2004.
Nonetheless, this parameter remained among the highest in the industry.

In addition, Irkut Corporation reduced the financial expenses by mere than
36.6% to $38.5 million ($61.C million in 2004).

EBIT (Earnings Before Interest and Taxes) grew by 8.6% (or 12.6% million)
to $158.15 million. The depreciation and amortization amounted to $20.4
million, thus increasing EBITDA (Earnings Before Interest, Taxes, Depreciation and
Amortization} by 10.2% to $178.5 million, while the EBITDA margin accounted
for 25%. The profit tax went up proportionally with the increase in profits before
taxes — the effective tax rate was 23.1% in 2004 and 24,6% in 2005.

The considerable growth in revenue, efficient cosl-savings programe and
reduced financial expenses led to a record level of net income worth $84.8 million,
representing an increase of 24.1% compared to the last year ($68.4 million}. The
net income margin grew to 11.9%. This ratio is among the highest in the global
aerospace industry and in the Russian machinery sector as well (Graph 1),
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Tabie 8. a. Materials and goods
Dynamics of COGS b. Personnel expenses
Structure in 2003 - 2005, c. Depreciation and amortization

‘000 USD RED

e. Cther costs

Cost of sales total

The Cost of Goods Sold
“(COGS) Structure

Materials and Goods

To produce military and civil dual-purpose aircraft, the Corperation procures a
considerable amount of materials and goods, including metals, efectronics, engines,
and engineering hydraulics from Russian and foreign suppliers. Materials and goods
form ihe biggest part of the cost of sales structure - about 70%. |n 2005, the cost
of materials and gocds grew by 11.5% ($25.4 million) to $246.1 million.

This expenses item grows proportionally with revenue, as the Company has
long-term fixed-price contracts with the majority of suppliers. The price can be
increased onky with rates specified and stated in the contracts, or by the so called
“gscalation ratio”, calculated through a special methodology. Thus the Company
reduces the risk of increased materiafs-related prices and subsequent increase in
the cost of sales.

Work with Suppliers of Materials and Goods

in 2005, to minimize contract-ralated risks, the Corporation signed general contracts

for the period up to 2009 with suppliers of high-priced purchased materials. The
eneral contracts describe the parties’ obiigations on prices and payment terms,

after-sales service for components, reliability of supplied goods, and adherence {o

requirements for aircralt delivery.

The general contracts include a number of contracts with suppliers, relating
to various aspects of the components life cycle: delivery of high-priced purchased
inventory materials, maintenance, repair and overhaul services, upgrading etc. This
way the Company optimizes price risks, improves economic and financial planning
for medium and for the year.

Diagram 3.
The Cost of Goods
Sold Structure in 2005
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2005 2004 2003
246,137 220,700 176,000
40,361 39,100 29,100
20,368 16,400 16,400
7.630 35,900 79,400
43,278 17,900 14,200
357,774 330,894 315,100

Specifically, the Corporation agreed on fixed prices for 2006 — 2008 with the
0 fotlowing suppliers of high-priced purchased inventory materials:
. Central Design Bureau for Automation,
- Polet Scientific Production Association,
. Shimko Radioelectronics {Federal Scientific Preduction Centre),
. 0AC Ulyanovsk Design Burcau for instrument Making,
. JSC Hydraulics,
. JSC Hydromash.
Due to efliciently established relations with suppliers. the Corporation managed
to keep Lhe rise in prices for high-priced purchased inventory materials at 0 - 1.5%
level in 2003 - 2005.

Major Irkut Contractors and Subcontractors
The Corporation cocperates with more than 2,000 suppliers of materiais and
goods. Table 9 sets forth major Irkut contractors and subcontracters:

Personnel Expenses

Personnel expenses form about 11% of the overall cost of sales. In 2005 they
grew by 3.1% to $40.36 million (compared to $39.1 mitlion in 2004).

in 2005, Irkut Corporation cortinued to implement the cost-saving programe
and restructure the stuff on the Irkutsk Aviation Plant (I1AP). As a result, the average
number of IAP employees decreased by 15% - from 12,350 to 10,500 employees,
which increased the average salary and pushed the plant to the leading entities in
Irkutsk region in terms of salaries, At the same time, the share of non-production
employees decreased from 3.5% to 1.7%.
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Table 9.
Major Irkut Contractors and Subcontractors

Design and Sukhoi Corporation Joint DB
development of 1I5C Tupolev: Tupolev Design Bureau
aircrafl JSC liyushin
Subcontraclors KnAAPD Industrial co-operation
Suppliers of materials VSMPO Titanium rolled stock
J5C Electrostal Ferrous metal rolled stock
ALCOA RUS Aluminium rolled stack
JSC KUmMZ Non-tetrous metal rolied stock
Mechel! Ferrous meial rolled stock
Suppliers of JSC Zvezda Life-support and rescue systems; gjection seats
systems and Hydromash Hydraulic landing gears:
eguipment pheumatic eguipment

Polet Scientific Production Association

Airborne communications systems
Equipment of automatic data interchange systems

Ramenskoye

Developmenl and preduction of airborne equipment

JSC Elara

Airborne radioelectronics

Aerospase Eguipment Corporation

Avionics

Teploobmennik Scientific Production Association

Turborefrijerating units, unit controt equipment

JSC Normal Standardized fixing systems
Suppliers of engines Uta Motors Su-30MK engines
Maotor Sich Be-200 engines

The consolidated number of employees of Irkut Corporation grew to 15,424 as
compared to 14,022 in 2004, primarily due to the purchase of Beriev Company
Ond the integration of Beriev financial reports into the corporate financials.

Depreciation and Amortization
in 2005, depreciation and amortization grew by almost $4 million to $20.37
million, as compared to $16.4 million in 2004,

Depreciation and Amortization, charged for the years 2004 and 2005

2005 2004
Depreciation of property, plant, and equipment 19.639 15,728
Buildings 3.118 2.569
Plant and eguipment 16.520 13.159
Amortization of intangible assets 729 657
Development costs 218 219
Other infangible assets 511 438

Depreciation and amaortization total: 20.368 16.385
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The major part of the charged depreciation and amortization cost is the depreciation
of property, plant, and equipment. The amortization of imangibie assets amounts for
not more than 4%, as a significant part of the Company's capitalized intangible assets
is not yet amortized. The Be-200 and Yak- 130 project, which R&D are capitalized on
the balance, are ciose to the final phase, but have not generated any prefit se far, and
the amortization of correspanding assets will be charged only with the beginning of
the mass production, scheduled for 2006 - 2025.

Research and Development Expenses

Expenses on research and development ("R&D") are recegnized as parl of the cost
of sales and are direct costs, expensed as incurred. They are calculated according to
the percentage of goods ready for detivery and are recognized as far as occur. R&D is
carred out in accordance with approved preduction schedule and delivery dates for
the end product. The rest of the R&D expenses is recorded either in the operational
expenses and amortized as incurred, or capitalized and recognized in the balance
sheet, The R&D in the balance sheet should meet the following requirements: final
phase of research, there is intent and possibility to finalize the research, there is a
prospect of future cash flows.

R&D in the cost of sales are those expenditures which are necessary (¢ carry
out the on-going contracts of the Company, They mainly include the R&D for the
Su-30MKI project ~ replacement contract and licensing agreement. The smaller
part of R&D includes Be-200 and upgrade of Su-30K fighters, to be delivered to
CIS countries.

In 2005 R&D in the cost of sales amounted to $7.63 million, which isa 78.8%
{$28.3 million) decrease from $35.9 milkion in 2004,

The reduction in R&D costs in 2005 was due to the fact that the majority of
Irkut projects reached their final stages, as well as to the completion of works done
for third parties. In 2005, the costs of self-initiated R&D accounted for $2.3 million,
for third parties — $5.3 million.

Other expenses

The value of Expenses, recognized as “other expenses” in the cost of sales in-
creased in 2005 almost by 50% ($25.4 million) to $43.3 million. Respectively,
the percentage of this type of expenses in the structure of the cost of sales grew
from 5.4% in 2004 to 12% in 2005. The other expenses include such costs as
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Table 10.
Operating Expenses, ‘000 USD

a. Distribution expenses

b. Administrative expenses

c. RAD

d. Taxes, other than on profit

e. Other operaling income and expenses

Operating expenses total

energy and utilities expenses ($6.11 million), warranty services ($1.3 million),
nd other products and services ($35.87 million}, covering all direct costs, in-
curred in the year under consideration and not mentioned in the articles above.
The expenses on other products and services usually include services of outside
companies delivered to the Corporation and necessary to maintain a stable Diagram 4.
manufacturing process (Table 8, diagram 3). Structure of Operating Expenses, %

Structure of Operating Expenses

In 2005, the operating expenses grew by 43.5% ($62 million) and amounted to
$204.4 million as compared to $142.4 million in 2004 (Table 1C, diagram 4).

Distribution Expenses

Distribution expenses form the major part of the expenses, representing over

42% in the structure of the operating expenses. The distribution expenses
include export agent commission. collected from Irkut, as advance payments

are made by foreign customers; as well as expenditures on acceptance and
defivery of aircraft. tn 2005, the distribution expenses increased by 38.6% to a.
$86.2 million, which was conditioned by changes in the structures of expenses:
increase in advance payments from customers and simultanecus increase in the

anments to export agents.

Administrative Expenses

Administrative expenses form the second largest part (31.5% in 2005) in
the structure of the Company's operating expenses. As compared to 2004, the
administrative expenses grew by 49.57% ($21.3 million) to $64.4 million. The
growth is due to the increased management costs, as well as to the losses, caused
by the fluctuations in RUR/USD exchange rates. At the same time, the share of this
item in the structure of operation expenses has not changed significantly, remaining

on the level of 30%. The administrative expenses grew through the increase in
the cost of production-related services, increase in indirect labour costs, foreign
exchange differences, and a number of other reasons.
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This item also includes expenses on outside consuiting. Irkut Corporation
is constantly striving to improve ils corporate governance and financial flows
management, we monitor the quality and accuracy of reporting. For this purpose,
we use not only our internal sources, but often we rescrt 1o the services of outside
consultants, In 2005, with the assistance of outside tax consullants, the Company
has won a suit against tax authorities and asserted its rights in a court.

Research and Development Expenses
The expenses on fundamental research, incurred in the reporling year. which have
nat been recognized as a part of the cost of sales and which have not been capitalized,
are reflected in the operaling expenses. The fundamentat research include MTA and
MS21 projects, as well as R&D expenses on services to other companies of the
Group — Beriev Design Bureau, Russian Avicnics, Yakovlev Design Bureau.

In 2005, R&D in operating expenses decreased by 30% ($3.55 million) to
$8.2 million. The decrease is determined by the fact that Yak-130 and Be-200 are
brought 1o the final phase, as well as by the capitalization of R&D expenses on the

Taxes, Other Than on Profit
In 2005, taxes other than on profit grew by 17.64% to $3.26 million. At the same
time, the share of this account in the structure of operating expenses ingignificantly
decreased - from 1.9% to 1.6% in 2005. This account comprise property tax,
social tax, and other federal and local taxes, paid by the Company in accordance
with the Russian tax legislation.

2005 2004 2003

86,190 62,191 58,420

64,404 43,058 35,494

8,179 11,731 10,900

3,255 2,767 9,117

42,389 22,691 17,719

204,417 142,438 131,650
T h,

i balance sheet,
o
B.

f. h.

1% 8%

Loss on disposal of property,  Other operating

plant, and equipment costs, net

B i

B % 3%

Impairment Sacial

of capitalized R&D casts
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Table 11.

Other Operating Income and Expenses, ‘000 USD

Other Operating Income and Expenses

expenses on Yak-130 project (Table 11).

2005 2004 2003
Impairment of capitalized development casts 17.063 - -
Social costs 7,054 7.8919 5,700
Loss on disposal of property, plant, and equipment 2,235 3,792 2,019
Negative goodwill {3,135}
Impairment of loans given and bad debis {446} 3,917 2,305
Other operating income and expenses, net 19,618 7.063
Other operating income and expenses total 42,389 22,691 17,719
2005, other operating expenses totalled to $42.4 million, which is a 87%
($19.8 million) increase from last year. The increase was mainly due to the
adjustment of the intangible assets, as well as write-off the accumulated R&D
The social costs in 2005 accounted for over $7 million. At the same time, the
share of this item in the structure of operating expenses decreased from 5.5% to
Graph 2.

3.5%. This trend reflects the Corporation's policy of restructuring and withdrawal
of social-criented entities from the Company’s structure. In 2005, some of the
corporate social units in Irkutsk were passed te the local municipal government.
The excess of the fair vatue of the net identifiable assets of Beriev Design Bureau
which was consolidated in the Corporation financial statements in the reporting
year over the cost of acquisition gave additional income totalled $3.1 min.

Net Financing Costs

Net financing costs comprise interest expense on borrowings, the accretion of
intergst on provisions, interest income on funds invested, dividend income, foreign
exchange gains and losses, and gains and losses on the revaluation and disposal of
investments held for trading and available-for-sale.

All inerest and other costs incurred in connection with borrowings are expensed
as incurred as part of net financing costs and aren’t capitalized on the balance as a
part of initial cost of an asset.

In 2005, net financing costs ameunted to $38.5 million, which represents a
36.6% decrease ($22.2 million), as compared to 2004. The financing costs of the
Corporation declined pursuant to several considerations. First, the interest expenses
on baorrowings was down owing o the government compensation of interest rates
($7.5 million}. The rules for the government compensation of interest rates for
Russian exporters of industrial products were approved by the Russian Government
on June 8th, 2005. In addition, the Company reduced the interest expenses on
borrowings by paying part of the debt and restructuring the credit portfolic by $2.4
million, at the same time the interest gains grew more than $1 million. As a result,

2005

2004

2003

Net Interest Expenses and Net Financing

Costs, in ‘000 USD
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Table 12.
Net Financing Costs, ‘000 USD
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2005 2004 2003
Nel inleres! expenses 47,176 58,076 65,109
Interest income 13,006) (1,961) (5,130)
Covernment compensalion of interest expenses (7,448) -
Interest expenses 57,630 60,037 70,239
Foreign exchange loss (8,069) 2,795 6,513
Loss from investments (578) (122) 2,519
Loss from associates - 260 733
Net financing costs total 38,52% 60,749 74,141

Graph 3.
Dynamics of Net Income, ‘000 USD
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the net interest expenses were cul down almost by $11 mitlion. In contrast to the
previous years, in 2005 foreign exchange rates have had a positive impact on the
financial results — the Company received the foreign exchange gain of over $8
million, In the year under consideration, Irkut's net interest expenses on borrowings
exceeded net financing expenses (Table 12, graph 2).

Dynamics of Net Income

The net income hit the record levels for the Company in 2005 - $84.8 million,
which is a 24,1% increase from last year ($68.4 million). Al the same time, the
net income profitabitity has grown to 12%, which is among the highest results not
only in the Russian aerospace industry, but also in the Russian machine-building
industry (Graph 3).

Results by Business Segments

Military Aviation

In 2005, the ravenue from military aviation segment amounted to $474.2 million,
which is a 2.3% increase from 2004, Significantly, the sales of military aircraft
generated 66.6% of the consolidated revenue of the Corporation in 2005, compared
to 74.6% in 2004. At year-end 2005, the consotidated order book for the military
products was $1.571 billion {excluding the licensed production contract). The
order baok does not include the Afgerian contract, as it was officially signed enly in
March 2006, after the balance sheet date. The order book for licensed production
at year-end 2005 was estimated at $1.978 billion. The military segment includes
the following aircraft: Su-30MK (Su-30MKI for India, Su-30MKM fer Malaysia, and
Su-30MKA for Algeria), Yak-130 advanced combat trainer, as well as the modernization
of A-50E airborne early warning and control system (Table 13, graph 4).
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Su-30MKI and Its Modifications

The Su-30MKI is censidered as one of the best multi-rele fighters in the world.
It is designed to engage and defeat air, ground and surface maritime targets day
and night in all-weather cenditions. Su-30MKI has been developed in order
for the Indian Air Force. It is a unique aircraft in terms of its specifications,
performance, and avionics. This is the first serial-produced airplane of
unsurpassed manoeuverahility, gained through a highly integrated cenfiguration,
thrust veclering engines, and controlled canard foreplanes. For the first time,
the system of thrust-vectaring control has been used on a serial produced jet,
enabling il with the capabhility to change the thrust vector both in vertical and
horizental directions.

Table 13.
Revenue by Business Segments,
in millions of USD

2005 2004 2003

Military aircraft 474.2 463.7 382.6

O Deliveries of Su-30MKA 36 - -
to Algeria
Deliveries of Su-30MKM 0.5 - -
to Malaysia
Deliveries of Su-30MKI 1o 242.4 2893 3125
India (including the replacement of Su-30K}
Licensing agreement with India 197.1 174.4 70.1
Beriev Aircralt Company {(A-50) 30.6 - -

Civil aircraft 37.9 22.3 22.9
Deliveries of Be-200 379 22.3 229
to the Russian EMERCOM

Aircraft components 125.8 111.3 96.4
Licensing agreement with India 125.8 110.5 96.4

Other business segments 73.7 24.5 20.1
Non-core praducts and gyroplane 72 17.4 18.2
Modemizalion of Su-27UBHK {CIS) 1.7 71 1.9

Revenue total 7117 621.9 522.0
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Su-30MK Project in 2005:

January

irkut Corporation started the execution of the Malaysian contract for the detivery of
18 Su-30MHKM multi-role fighters.

February

Irkut Corporation and Hindustan Aercnautics Ltd {HAL, India) had agreed upon
manufacturing a number of Su-30MK) assemblies, which suppesed 1o be used in
the production of aircraft for third countries.

March

Hindustan Aeronautics Ltd with the assistance of Irkut Corporation had completed
the deliveries of licensed Su-30MKI to the Indian Air Force for 2004/2005 report-
ing period.

April
Ancther round of negotiations with Algeria on the delivery of Irkut-produced fighter
jets was held by Rosoboronexport, the Russian official arms exporter.

September

Indian party had reviewed the procurement schedule of technological kits
for ticensing production in favour of greater share of kits with a higher
completion level.

Rosobaronexpert and Irkut Corporation started ihe negotiations with the
indian party regarding the prespective upgrade of Su-30MK! of the first and
second batches to the specifications of the third batch of Su-30MKI.

October

Roschoronexport and Irkut Corporation had held a round of negotiations with India
on the delivery of 18 Su-30MKI to replace Su-30H fighters, delivered earlier.
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December
The Russian and Algerian parties inilialled the contract for the delivery of 28

Su-MKA o Algeria.
The Memoranduimn for the delivery of 12 Su-30MKM to Thailand was signed.

Yakovlev Yak-130 Advanced Combat Trainer

In May 2005, the Russian Air Force and Sckol Aviation plant have signed a contracl
for the production of 12 Yakovlev Yak-130 advanced combat traingrs, with the
Russian Ministry of Defence as the customer. The serial production is scheduled
for 2006. Sokol has produced three Yak-130 prototypes, which are currently
undergoing state trials.

Currently an active work is underway at {AP to prepare for the mass production
of Yak-130, including digitization of major components and assemblies of the
aircraft with the help of the NX {(Unigraphics). As a result, all individua! components,
units, and assembiies of the aircraft will be available not only in Blueprints, but
also in the 3D format. The 3D modelling is used to develop the Yak-130 serial
production lines, as well as its subassemblies. In addition, the rotary machining
of individual parts is modelled to provide engineers with capabilities to programme
any turning machine for a specific parl, Widely used by world's leading aerospace

anufacturers, tha technology is a new and important milestone in the development
of the Russian industry, making AP the only Russian aircraft plant, which uses
computer technology to such an extent. Of course, the initial intreduction of modern
technologies requires significant time and financing. Nenetheless, the expenses
on the technology development and upgrade, incurred at the initial phase of the
product life-cycle will subsequently benefit the Corporation by better quality, more
efficient and reliable preduction, increased profits, and reduced costs.
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Yakovlev Yak-130 in 2005:

March

The contract for the production of the firsi 12 Yak- 130 was signed with the Russian
Defence Ministry. Under the contract the first 4 advanced combat lrainers are
scheduled for 2006, and 8 for 2007.

August

The first Yak-130 prototype of the mass-production series had completed the
commercial tests.

October

Yak-130 combat trainer was introduced to the Russian Air Force for conducting the
joint state flying tests.

December

Air shows of Yak-130 advanced combat trainer were performed at the LIMA-2005
International Aerospace and Maritime Exhibition in Malaysia. As a result, Irkut
received an offer to compete in a trainer tender, held by the Malaysian Air Force,

The Algerian and Russian parties initialled the centract for the delivery of 16
Yak-130 combat trainers tc Algeria.

Civil Aviation

In 2005, revenue from the civil aviation segment increased by 70% to $37.9 million.
There are several civil projecis in the segment, but the majority of them are only
prospective, while revenue are generated solely by Be-200 amphibious aircraft. The
current civil order book of $88 million includes entirely Be-200.

Be-200

Be-200 is the first and largest civil project by Irkut Corporation. The amphibian
has been designed by Beriev Company, famous for its amphibious aircraft. The
protolypes, as well as the mass-produced Be-200 are manufactured by 1AP
production site in Irkutsk.
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Be-200 in 2005:

January

Irkut Corporation held negotiations with the Civil Protection Department of the French
Ministry of Interior Affairs concerning a possible purchase of Be-200 amphibians.

The Russian Aviation Register MAK and EU Certification Centre signed an agreement for
Be-200 (fire-fighting modification with D-436TP engine) to undergo testing to comply
with EU standards.

April
The Be-200 amphibian aircraflt was equipped with an Airborme Observation System
(AQS).

June

Russian party made several proposals to Indonesian Environmental and Forest

Management Committees of the Indonesian Parliament Lower House. The Russian

delegation came forward with a series of proposals to the Indonesian Environmental

Commission regarding the effectiveness of the forest fire-fighting. The appliance of
ut produced aircraft complex, based on combined use of UAVs and Be-200 was
poested.

Beriev Company established the unique Aviation Maintenance Base for Be-200 and
Be-103 amphibians to earry out certified line and scheduled maintenance.

July

The Civil Protection Department (Proteziona Civile) of Italy leased Be-200 to be utilized
in forest-fire fighting mission by SOREM. authorized Italian firefighting service operator.

Irkut delivered the third mutti-purpose Be-200ChS amphibious aircraft to the Russian
Ministry for Emergency Situations.

August

At the MAKS-2005 International Air Show in Zhukovsky, near Moscow, the Company
and EADS signed the Constituent Agreement to establish EADS trkut Seaplane SAS
joint venture with the targets of Be-200 certification and joint marketing. Under the
agreement, Irkut owns a 70% share in the JV. EADS ~ 30%.
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October

During the meeting of the 2nd Joint Commission for Economical, Industrial, and
technical co-operation between Russia and Portugal, irkut conducled a presentation
of Beriev-200 amphibious aircraft. As a result of the presentation, the 2 sides
decided that the intention Lo start negotiations on a prospective purchase of Be-200
by Portugal should be entered into the minutes of the meeting.

December

During Russia-ASEAN summit in Kuala Lumpur, Irkut conducted a presentation
of Be-200. Specifications for Be-200 were determined to comply with Malaysian
requirements. On LIMA-2005 Air show irkut presented current and prospective
projects, including mutti-role Be-200 amphibious aircraft. Negotiations with South-
Fast Asian and European representatives were conducted with the focus on the
possible use of Be-200 amphibian.

MTA

The multi-purpose transport aircraft (MTA) is a joint project by Irkut Corporation,
tndian aircraft manufacturer Hindustan Aeronautics Limited (HAL}, Russia's leading
cargo-aircraft design house llyushin, and Russian arms exporter Rosoboronexport.
MTA is a military mid-capacity multi-purpose cargo aircraft, The project is
currently at the predesign stage. In 2005, a separate management department
was established, and the requirements specifications set by Russia and india were
harmenized. The signature of the intergovernmental agreement relating the MTA
production is scheduled for 2006. In addition. MTA was included in the Russian
government arms procurement programe.

MTA in 2005:

February

In co-operation with the {ndian aerospace industry, Irkut Corperation began the
joint MTA (multi-purpose mid-range transport aircraft) project on the risk-sharing
basis, The agreement was reached during Aerclndia-2005 Air Show in Bangalore,
india.
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March

he Russian Air Force approved the R&D specifications for multi-purpose iransport
aircraft (MTA).

May

Russian Air Force R&D specifications for MTA were sent to Indian Air Force
representatives in accordance with established procedures.

October
The draft of the Russia-India Intergovernmental MTA Agreement was issued.

Russia-India working group negotiated the major correction principles for MTA
business plan, concerning 2005 — 2006 economic situation.

December

The Indian Airforce Staff has approved the requirements for MTA, specified by the
Russian AF.

.SZI

#S521 family of short- and medium-range MS21 aircraft is a joint project by llyushin
Design Bureau, Yakovlev Design Bureau, and !rkut Corporation. The comparnies
won the tender for the development and production contract, announced by the
Russian space agency Rosaviakosmos in 2002. The aircraft was codenamed
MS2Z1. 1§ ts designed for passenger, baggage, and cargo domeslic and interrational
flights 5,000 - 6,000 km in range. The project will invelve the most recent and up-
to-date technologies. The operating costs reduction is expected at 15 - 20% level,
as compared to modern analogues.
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Russian aviation is considered 10 have a significant demand for MS21 mid-range
aircrafl, given extensive obsolescence of current fleet of the aircraft of this class.
The demand by some estimates may reach 2,000 aircraft. UAC (United Aircraft
Corporation) and Russia’s leading aerospace companies are currenily working
on specifications of MS21: dimensions, technologicat basis to provide the most
rational and efficient and entry into markets, a detail business plan are currently
elaborating. The critical decision for the project take-off will be taken in December
2006, while the mass production will presumabty start after 2012.

June

The Company and the Russian Federal Industrial Agency signed a contract for the
development of the MS21 family ¢f short- and medium-range commercial aircraft. Under
the contract Irkut received the funds for the development of a preliminary design.

Unmanned Aerial Vehicles (UAV)

Unmanned Aerial Vehicles (UAV}) represent an economical alternative to conventional
aircraft and helicopiers, when used in high-risk missions. We believe that UAVs will
play an essential role in securing borders of Russia, as well as any other country.
UAVs are estimaied to be a $30 billion indusiry by 2015.

Irkut's LAY programs were initiated in 1999. The Corporation is currently entering
upon mass production of multi-functional complexes, which includes UAVs. They
are built to meet the requirements of Russian EMERCOM and other relative.

in 2004, under the EMERCOM contract, Irkut proceeded to the development
of an integrated aviation complex, which is supposed to combine high-precision
monitoring abilities of UAVs and rapid reaction system based on Be-Z00 multi-
purpose aircraft. The project was awarded with a gold medal at the International
Exhibition of Inventions., New Yechniques & Products 2004 in Geneva. The
Corporation presented the system at the ASEAN Conference in November, which
resulted in an extensive interest, relating the system’s use in fire fighting missions.
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UAV Programe in 2005:

June

Within the frames of pre-contract consullations with the Russian Ministry for
Emergency Situations, the Corporation presented Irkut-2F, 27, 20, 850 UAVs at
Zhukovsky air base.

Russian delegation came forward with a series of proposals to the Indonesian
Environmental Commission regarding the effectiveness of the farest fire-fighting.
The appliance of Irkut produced aircraft complex, based on combined use of UAVs
and Be-200 was suggested.

July

Russian EMERCOM completed acceptance trials of Irkut-2F, Irkut-2T, and Irkut-2C
LAV prototypes.

August

Irkut Corporation signed a Letter of Intent with Austrian Diamond Aircraft Industries
GmbH to develop an unmanned aerial vehicle.

October

The Company signed a contract with the Russian EMERCOM for the production of
a light meniloring, surveillance, and reconnaissance UAVs.

November
Russtan EMERCOM completed acceptance trials of trkut-850 UAV protoiype.

December
Al LIMA-2005 Aerospace&Maritime Show, air shows of a 2 kg UAV were conducted.

A-002 Gyroplane

A-002 gyioplane is an independent irkut project, developed after irkut Corporation
has received a Light Aeriai Vehicle Developer License in 1996, A-Q02 has no
compelitors in the Russian aerospace industry, Irkut has entered upon serial
production of the gyroplanes in 2002.
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April 2005

A contract for the delivery of A-002 by IAP to Irkutskenergo — one of the Russia’s
utilities was signed. rkutskenergo will use the gyroplane 1o carry oul maintenance
of electricity networks and to get engineers 1o Irkutskenergo's facilities.

Components preductien

In 2005, the value of components and equipment deliveries grew by 13% to
$125.8 million as compared to $111.3 million in 2004. The increase is primarily
due to the swilch over the secend phase of licensing agreement with india which
DIOp0ses extended compenents preduction.

Unger the Airhus components contract, Irkut is involved in an extensive
upgrade of its production ines at Irkut's man production sie - 1AP. New workshops
are close to the introduction into Irkut's manufacturing facilities — galvanic and
machine-shop. Both of the shops comply with accepted European standards, while
the electroplating shop is considered 1o be one of the best in class in Europe. To
start the manufacturing of Airbus components, the procedure of certification is to
be completed. This will allow the Corporation to becomne Airbus strategic partner
and sign new contracts to expand the components production programe. Irkut is
planning to manufacture 8 types of components for Airbus, with a currenl order
book amounted to $332 million.

Production of Airbus Components
Programe in 2005:

June

Irkutsk plant started the execution of four contracts for the production of A320
aircraft components, signed with Airbus at year-end 2004,

July

Pursuant 1o audit inspection, Irkut was included Into the data base cf AECMA
{Association Europ ene des Construct urs de Materiel Aerospatial), Association
of European Aircraft and Components Manufacturers, as the EASE {European
Aerospace Supplier Evaluation) supplier.




Chapter 2
8 8 8

Results of Operations

2005

Table 14,

Production

of Airbus Components

AIRCRAFT

A320

A330/A340

A3B0
August

0\'{ the MAKS-2005% Air Show in Zhukovsky near Moscow, Irkut and EADS signed Graph 5.
a number of agreements, including an strategically partnership agreement and Assets Structure and Sources
an agreement, indicating Russia’s nvelvement in the development and production of Financing, in millians of USD
of the A-350 long-range jet-liner.
0 200 400 6Co :tow) Htbis) pien] 1acg
December — T T T T T T
The Company signed a number of agreements with Airbus, EADS, Pfalz-Flugzeugwerke
(PFW) for additional large work packages for the preduction of Airbus components. a. D. ]
The order book is scheduled for 10 years with the value of $140 million. The first 2005 1 [ = - I ]
deliveries under the agreements are planned for 2007 (Table 14).
c d. &

Other Business Segments

In 2005. other business segments of Irkut generaled $75.7 miliion ~ mere than
athiee times increase as compared to $24.5 million in 2004, Such a significant
growlh is due to better performance of Irkut subsidiaries, with profits made bty —
non-core companies also included. In the year under consideration, Irkut has 2004 1 [ J _]
been realizing the restructuring program which also includes withdrawing of

non-core assets. Nonetheless, these enterprises showed positive performance , I ][ .l ]
"y
0”1 2005, and their revenue were consolidated into financial reporting. At
year-end 2005, the order book of other business segments was estimated at
approximately $40 million.
1 a.
ASSETS Non-cunent assets
8.2. , .
Fina ncia! Sta billty LIABILITIES Currenl assels
’
Liquidity and Cash Flow Analysis g
quity
In 2005, Irkut Corporation enlers upon the execution of new agreemants,
including the Malaysian contract, and starts work on financing the Algenan u. o
. . . Long-term liabihties
contract. As a resutt, the Corporation has an extensive demand for the working
capital investments. However, the standard terms of delivery contracts envisage e

Current kabilities
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COMPONENTS PRODUCTION DATES
Flap tracks 2006 2015
Keel beams 2006 2015
Nose landing gear bays 2006 - 2015
Flaor grd sections 2006 - 2015
Wall panels for auxiliary centre lanks 2007 - 2017
wing ribs 2007 - 2017
Flap-track roller beams 2007 2017
Some vital componenis 2007 2017

30 - 40% advanced payments, made before the production starts. Therefore,

0 Graph B, the advanced payments and the Company's own funds are not sufficient to
Structure of Assets, cover all necessary expenditures. That is why, to finance its operating aclivity
in millions of USD trkul resorts to the external market financing.

In 2005 the volume of the current assets has increased significantly due o
extended production activity. At the same time. the Company has deeply optimized

’ o e e wo the structure of financing recourses, as shown at the graph 5.
' I i I I I ! I The assets structure demonstrates net only the financial statility of the Company,
a b but also the tendency for its strengihening, In the year under consideralion, the
2005 ﬁ ] o ] volume of Company's equily exceeded Its non-current assets. thus the less licuid
part of the assets is financed by the own capital recourses. The structure of hiatnhties
a. ts. has also changed - the share of shorl-term tigbilities has increased considerably.
o [ |
5 b The Structure of Assets
2003 Im- ; [ @gr ] The fast three years saw a constant growth in non-current, as well as current
assels, as demonstrated by the structure and dynamics of the assets in use
(Graph 6).
The total assets grew by 63% in the last three years, with 33% in 2005 and
?:lunem assets 22.3% in 2004. in absclute terms, in 2005 the Company’s assets increased by
. $303.6 million to $1,219.85 million. The growth was related, in the firsl place, to
b. the considerable increase in current assets of the Company.

Non-current

assals In 2005, the share of the current assets was 71.3%. as compared to $6.7% n

2004, white in absolute terms the current assets have grown e $259 million (42%).
As a result. the value of the current assets reached $870.3 milfion. The non-current
assels grew by 14% ($44.4 million) in 2005 and amounted to $349.5 million.

The structure of the current and non-current assets and the dynamics of the

assets are considered below.
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Jable 15.
Non-Current Assets, ‘000 USD

Non-Current Assets

represented not more than 5 - 6% in 2005 (Table 15, graph 7).

Property, Plant, and Equipment {fixed assets)

itern has not essentially changed.

‘qu‘;sition and consolidation of Beriev Company (Table 16).

2005 2004 2003
Praperty, plant, and equipment 201,921 187,565 169.188
tntangible assets 128,852 92,775 38,304
Olher investments and non-curient financial assets 14 231 20,858 19.579
fnvestments in associates 8976 7914
Defaried tax assets 4,523 -
NON-CURRENT ASSETS TOTAL 349,527 305,174 234,985
ie structure of the non-current assets is dominated by “Property, Plant, and Equip- Graph 7.
ment” (fixed assets) - 57.8%. At the same time, the constant growth in intangible Non-Current Assets,
assets should be noted — 16.3% in 2003, in 2004 — 30.4%, and in 2005 - 37%. 000 USD
The increase is due o the acquirement and consolidation of Yakoviev and then Ber-
iev Company, as well as Yak-130 and Be-200 R&D capitalization. The fotal share
of other articles, such as investments in associates, deferred income 1ax and other o 70,000 L0000 PI0L00 PE00
I T ! ] T 1
a. b C. &
. . . 2005 "o =5
In 2005, the fixed assels grew by 11% ($19.4 miliion) to $201.9 million. Due to ][ ]{,"
the procurements of new production equipment, remodelling of shops, and other . b  d 4.2 |4-,~
invesiments, “Plant and equipment” increased by 27.5% ($19.2). Some equip- " -
o . ome © 200 [« [ L= |l
ment, as slockpile rigs for manufacturing of assemblages or construction units, is s !
g
self-produced by IAP. Due to the completion of some construction works, the “Con- a b e od. 5.9
struction in progress” article decreased by 2.9% (3 0.84%). "Land and buildings” 2003 [ - Jows ] 1
oo |
The growth in fixed assels in 2005 was due to the procurement of new 79
equipment and other capital investments, made by the Company. as well as to the
a d.

Increase in Fixed Assets due to Consolidation of Acquired Assets
The consolidaticn — hased increase in fixed assets caused by the acquisilion of
Beriev Aircrait Company amounted to $48.94 million:

Land and buildings $20.66 miflion
Plant and equipment $27.35 mifllion
Construclion in progress $0.93 milicn

P.roperty, pland
and equipment
(fixed assets)

b.
Intangible assets

€
Other investments
and non-current
financial assets

Investments in associates

e
Deferred tax

350,050
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Tatsie 16.
Property, Plant, and Equipment, ‘000 USD.

2005 2004 2003
Land and buldings 84,059 89,420 61.955
Plant and equrpment 89,420 70,145 84124
Constiuction 1n progress 28.443 29,287 23.109
Property, plant, and equipment total 201,921 182,565 169,188

Increase in Fixed Assets due to Capital Investments
o Diagram 5. The capital investments into the Corporalion's fixed assets in 2005 amounted to
Fixed Assets Structure in 2004 and 2005, $26.12 million (as compared to $12.37 million in 2004):
‘000 USD and %

CAPITAL INVESTMENTS IN 2005

AND 2004, IN MILLIONS OF $. 2005 2004
Land and buildings $0.089 $0.238
a. Plant and equipment 393 $8.737
Construction in progress %16.8 $10.393
Total $26.200 $19.368

Due to the procurements of new production equipment and remodelling of
2004 shops, plant and equipment share in the fixed assets increased in 2005 lo 44.3%
(38 4% in 2004) and excecded the land and buildings, which amounted to 41.6%.
The remaining 14% — construction in progiess (Diagram 5).
It is necessary to note that according to Irkut’s accounting policy, all expenses

. on borrowings are recognized as expenses in the net financing costs and are not
a. b, e capitalized in the initial cost of assets acguired.
47 % 16 % 37 % The accumulated depreciation of fixed assets at year-end 2005 amounted
89,420 29,287 70,145 to $254.83 million. The acquirement of new fixed assets, disposal of some
. tﬁﬂgﬁg i{f\ogfc[:rg;gggn ;1?:,:11?‘1 obsolete assets. and deduction of a corresponding share of amortization resulted
in the decreased depreciation ratio (from 56.8% to 55.8%). The Corporalion
significantly outperforms other companies of the Russian aercspace industry by
this indicator.
a. DEPRECIATION RATIO 2005 2004
%b_ Fixed assets 55.8% 56.8%
Incl.
Land and butldings 52.6% 52.1%
2006 Planl and equipment 64 3% 65.1%
c.
a. b. c.
42 % 14 % aa %
84,059 28,443 89,420
Land and Construction Plant and

buildings N ORESS equipment
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Table 17. 2005 2004 2002
Intangible Assets, Research and development 125,845 30.831 36,755
‘000 USD Be-200 63,889 31,286 26,028
Yak-130 44,330 35,321
Upgrade programe for SUV-30K {armament control system) 10,289 10,508 10,727
A-50E airbotne early warning and control aircrafl 4,556
Be-103 2,781
Yak-42D 13,716 -
Cther inlangible assets 3.007 1,944 1,649
Intangible assets total 128,852 92,775 38,304
In 20035, the disposal of fixed assels amounted to $17 million, where $7.8 million -
ojildings and land, $7.2 million - plart and equipment, and approximately $2
millien - construction in progress. The depreciation of the accumulated amartization Diagram 6.

as a result of this disposal amounted te $4.79 million, where over 96% is plant and
equipment.

Intangible Assets

In 2005, the intangible assets of the Company grew by more than 40% ($36 million)
to $128.85 million. The increase, as in the case with the fixed assets, was due to
the integralion of acquired Beriev Aircraft Company, as well as capital investments,
madie by Irkul.

The consolidation resulted in a $37.21 million growth in the intangible assels.
The capital invesiments into the intangible assets amounted to $20.01 in 2005.
The major part of the investments was inte development, $19.06 million in absolute
terms.

Atthe samelime, in 2005 the Group revised its plans regarding future production
of assets under development and ceased the development projects. As a resull of
this revision, the carrying amount of the capitalized development expenditure was
wrillen down by $17.06 million. The revision is caused by commencement of new
acvelopment projecls, which will replace the current products.

The accumulated amortization of intangible assets at year-end 2005 accounted
for $2.82 million, which is only about 2% of their total value. This 15 due to the
fact that the Be-200 and Yak-130 development projects are not yet completed
and therefore the related intangib'e assets are not amartized. The amortization will
commence with the beginning of mass production of the assets which is planned
for 2006 - 2025 (Table 17).

Investments in Associates

The investments in associates, made hy Irkut Corporation in 2005, are not
represented in the balance, since lrkut's share in Beriey Company was reported
as an associate last year, exceeded 50% at year-end 2005, and therefore is
consolidated into Group's financial statement.

Distribution of the Inteliectual Property
Rights, ‘000, USD

63,889
Be-200

b.

44,330
‘Yak-130

C.

10,289
Upgrade of SUV-30K

4,556
A-50

2,781
Be-103
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Other investments and Non-Current Financial Assets, ‘000 USD

2005 2004 2003
Other investments and non-current financial assets 14,231 20,858 19,579
Available for sale mvestments, stated at cost 13.936 20.553 18,253
Other non-current fingncial assets 294 305 1,326
Tabfe 19.
Current Assets, ‘000 USD
CURRENT ASSETS 2005 2004 2003
Non-curient assets, held for sale 10,387 - -
Investments 21,827 438 36,438
Inventories 540,367 259,540 200,210
Trade and other receivables 189,400 236,142 264,421
Cash & cash equivalents 108,335 114,975 13146
870,327 611,095 514,215

o Current assets tetal

Other Investments and Non-Current Financial Assets

in 2005, other investments and non-current fimancial assets amounted (o

%14.2 milhon, represening a 31.8% decrease as compared with 2004,
Available-for-sale investments decreased by $6.6 million to $13.2 million, They

include equity securities of ZAO Campany FTK, a former subsidiary of the Group

(Table 18).

Deferred tax

Deferred tax is provided using the balance sheel tiability methed, providing for
temporary differences belween the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for taxation purposes. The
deferred income tax is recognized in respect to any taxable time limits, in 2005, the
deferred tax accounted for $4.5 mitlion.

Current Assets
The current assets grew significantly in 2005, as compared with 2004 and amounted
to $870,3 million. It is noleworthy that the volume of inventories accounted for
$540.4 million, which is a more than twofold increase from last year. The value
of current investments grew as well, As a result. despite decreased receivables
and funds, the 2005 increase in current assets was over 412% (3259 million} in
absolute terms.

Displayed below are an analysis of the increase in the current assets, and
structure of the current assets. See also tabie 19.

Investments

In 2005, investments grew, in comparison with 2004. They accounted for
$21.8 million. Debt secunties, heid for sale amcunted to $21.8 millicn, as
compared to zerc in 2004, The Corporation has funds under Lrust management
with a number of investment funds - partners of the Corporation.(Tabte 20).
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Table 20.
Investments, ‘000 USD

Inventories

“"Amounts due from customers for contract work™ (Tabie 21).

progress and increase as percentage of products ready for delivery rises.

$74.7 million at year-end 2005,

(Table 21, graph 8}).

2005 2004 2003
Investments 21,837 438 36,438
Investments, designated at fair value through profit and Joss 21,837 138 36,116
Debt securities, hetd for sale 21,801 -
Other financial instruments 36 -
Investments, held for trading - 322
2005, the inventories grew atmost twofold ($281 million}, amoeunting to $540.4
million at year-end 2005. Such an increase was due to the duration of the pro-
duction eycle and to the fact that pursuant to customer reguest, the delivery dates
were rescheduted for 2006 and there were no deliveries of main products in the
period under consideration. Therefere, the Company did rot receive funds fo cover (Isr:irzwniories,
expenses and carried out the operating actlvity, using terrowed funds. Nonethe- 000 USD
less, the volume of contract works done is demaonstrated by the increased value of
o] 200,000 AGG.C00 e0N.0680 0000
The amounts due from customers for contract work reflect the volume of work in g T T T i
It is amortized enly after the delivery has been loaded and invoice made out. The a_ be d €.
production activities of the Corporation for the year resulted in considerabie growth 2005 MLJW l“
in the amounts due from customers for contract work, increasing by 2.6 times . wh | 20
(3340 million) from $213.4 million in 2004 to $553.4 million in 2005. The e
same tendency is demonstrated in respect to all other components of the inventory. abed . c
The advance payments o suppliers grew more than threefold and amounted to 2004 DDD'
w8 | 266 o
The inventaries of raw materials, goods, and aircraft components, as well as . Bi: " .
other production in progress grew as well. Such a significant growth was due to 2003 DDDE‘:”
fact that along with the execution of the Indian contracts, the Corporation = .
started purchasing necessary maleriais and components for the contracts, signed =28 3}?;’“ 82
in the year under consideration. For example. at year-end 2005, Irkut staried
execution of the Algerian contract for the delivery of Su-30MKA jet fighters
a d

Advance payments from customers, including the licensed production, partially
balanced the considerable growth in the inventories. The advance payments at
year-end 2005 amounted to $197.7 million {compared to $59.7 in 2004}

Advance payments
to suppliers

h.
Raw materials and
other supplies

o
Alrcraft
components

Amounts due from customers
for contracl work

e,
Other canstruction
in progress
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2005 2004 2003
Inventories 540,367 259,540 200,210
Advance payments 16 suppliers 74,728 32,808 52916
Raw materials and other supplies 40,116 33,431 31,768
Aurcraft components 47.550 28,613 28,132
Amounts due from customers for contract work 553,361 213.400 232621
Other work in progress 22.297 11,016 8,273
Advanced paymenls received (197,685} (59,728) (153,500)

Table 22.
Analysis of Assets Profitability, %

Trade and Other Receivables

Trade and other receivahles decreased by 18.9% - from $236.1 millien in 2004
1o $189.4 million in 2005, due to the fact that in 2005 the Company received ali
funds for the deliveries to India.

Cash & Cash Equivalents

Cash & cash equivalents are primarily used to finance the ongoing production
activities and partially to invest in high-liquid financial instruments with maturity of
less than one year. The year-end balance changed insignificantly from the previous
staterment perod - from $115.0 million to $108.3 million {5.8%).

Analysis of Assets Profitability
Prafitability reflects the influence, caused by liguidity, assets, and debt management
on the Company's results (Table 22).

The analysis of these indicators show considerable decrease, but it should not
he taken as negative, since it was caused by the significant growth in equity capital,
which has strengthen the financial stability of the Company, but not by & decrease
in its general profitabilily. The net income grew by 24%, the equity capital increased
more than twofold - 106.4%.

As a result, the Return on equity (ROE) in 2005 amounted to 23.8% compared
to 39.7% 1in 2004,

The return on assets (ROA) declined in 2005 to 7%, compared to 7.5% in 2004
This decrease is not as significant as the drop in the equity capital profitability, since
the assets grew 33%.

2005 2004 2003
Return on Equity (ROE) 23.8% 39.7% 5.4%
Return on Assels (ROA) 7.0% 7.5% 0.2%
Return an Invested Capital (ROIC) 13.4% 16.1% 6.6%
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The return on invested capital (ROIC). which shows the profitability of funds.
imounted to 13.4% in 2005, compared 1o 16.1% in 2005. The decline was due
to the outrunning growth in capital gained in 2005 as compared the net income
growth.

Despite some decrease in numbers, the profitability ratios of the Corporation
remain among the highest in the glebal aerospace industry.

Analysis of Financial Sources

The structure of sources used 1o finance the operational activities of the Company
reflect an extensive employment of borrowings. The strategy is conditioned by the
fact that the high-tech production requires not only sufficient time, but extended
financing likewise — R&D. materials, purchasing of expensive componenis, efc.
A standard aircraft production contract supposes not more than a 30 - 40%
advance payment, received hefore the start of the preduction cycle. Accordingly,
advanced payments, made by customer, combined with the Company’s own fungds
do not allow us to meet in ful! the production needs, leading to various outside
borrowings. Moreover, the outside financing is economically sound. in the case the
weighled average cost of capital is lower, than the return on invested capital.

In 2005, in addition to the contract for the replacement of 18 Indian Su-30MKI,
.‘(ut Corporation started execution of new ones, the biggest among them being the

wlalaysian contract. The financing stage of the Algerian contract was also slarled.
Accordingly, the Company's need for current assets increased. In 2005, the net
cash outflow for invesiments in the working capital amounted to over $240 million,
while capital investments accounted for $46 million.

Considering the risks, involved by dependence on borrowed capital, Irkut Corp.
intends to reduce the share of financial obligations in future aiming at striking
a healthy balance between the financial risks and the high financial leverage as

a mean of generating mere profit.

2005

2004

2003

Table 23.
Equity, ‘000 USD.

Share capital

Share premium

Revaluation reserve

Foreign cutrency translation reserva

Retained eamings (losses)

Total equity attributable to shareholders of the parent company

Graph 9.
Equity and Liabilities of the Company,
millions of USD

0 200 400 RO0 200 1000 P00 140
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a.
Own capital

.
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2005 2004 2005
103,811 93,438 84,183
97,532 41,767

17,741 -

{773) 2,479 574
97,918 16,163 (51,117
(316,229} {153,847) (33,6400

In 2005, the Corporation attracted capital resources, using both debt financing
and new share issue. Significantly, the equity capital grew by 106.4%, while the
increase in long- and short-term debt amounted (o 16% only. As a resull, in the
year under consideration the share of boriowed capital in the financing sources
structure decreased to 70.8% from 81 2% in the previous year. Accordingly, the
debt to eguily ratio has fatlen from 2.65 10 1.57. In 2004, the equily capital share
amounted t018.8% as compared to 4.5 in 2003.

Equity Capital

As of January lst. 2005 the share capital of Irkut Corporation was divided into
878,946,528 registered ordinary shares of nominal value of RUR 3 each. On June
24th, 2005 the General Meeting of Shareholders came to a decision to increase the
share capital of the Corporation by a2 new issue of 120,824,363 privately offered
ordinary registered shares of neminal value of RUR 3 each (Table 23, graph 9).

93,185.084 new shares have been privately placed to EADS al RUR 19.13
(approximately $0.67) each, with a small percentage of the new shares was
purchased by a group of current lrkut shareholders, who executed ther pre emptive
rights for newdy i1ssued shares.

The new issue of shares resulted in share premium of $66. 14 million, while the
share capital of the Corporation grew by 11% ($10.37 millien} to $103.8 million
&s compared to $93.44 million in 2004.

The difference between the nominal value and actual price of the new shares
was recognized in the income statement as share premivm of $55.77 milbon. Asa
result, the carrying value of the share capital grew almost twofold to $316.3 mitlion
from $153.8 in 2004. At year-end 2005, the share capital consisted of 78,131,612
ordinary shares. Al ordinary shares have a nominal valug of Russian roubles 3 each.
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The Be - 2060ChS amphibian has been
employed in ltaly [or two years now in
accordance wilh a leasing contract for
{en!tat‘we vse, signad by Beriev Design
Bureau (OAQ Beriev TANTK, Iikut
subsidiary) and alian SOREM, the
authorized firefighting service operator,
aséigned by the Civil Protection
Department (Prolezione Civile) of Naly.
All'in all, the two seasons of the
Iial‘ian evaluation period resullad in
240 airhorne hours and 700 intakes
ané dumps of water mixed with fire-
extinguishing chemicals {a totat of
5,400 tons),

i

Russia — italy
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The Robin redbreast

{(CErythacus rubecula)

The Robin r'a‘.db'
{Lrithacus rul)eE'ulnl

is a small passering

bird that was fon marly
classed as o mc;%whur m
the thrush famil‘y. but

is now considered to lwI
an Old World flyeateher
Muscicapidac. [f is 1 :
gm wei The distinctive
red patch on the chest

of both sexcs Iet‘i 1o it
original name o 1edbreast.
It migrates wilh;i na X
continent and is considered
a nearest mig[m'n. The |
individual, rang in Mascow,

100

. . |
km from their bieeding

was eaught in Italy

grounds. '
Robins have a flting, |
warbling song inllhn |
breeding season, Robins;
often sing into th eni

. .l
and sometimes into e

leading some to
confuse them with t
Nightingale. Both males
and females sing during
the winter. when they hald
separate territories. che
song then sounding more
plaintive than the summer
version. The female Robins
move a shors distance from
the summer nesting territory
to a nearby territary that
is more suitable for winter
feeding. Male Robins
keep the same territory
throughout the year,
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‘ctivities on the Capital Market

January

During the consolidation of Irkut assets, Irkut Corporation consolidated 100%
shares of French frkut Seaplane SAS.

February

Irkut Corporation and the European Aercnautic Defence & Space Company (EADS)
start preparations for the acquisition of newly-issued shares, representing up to
10% stake in Irkut's shareholders capital. EADS launched due diligence on Irkut.

May

The National Association of Stock Market Participants (NAUFOR) announced the
winners of the “Elite of the Securities Market 2004" naticnal contest. Irkut Corpora-
tion was nominated and won the “Best IPO 2004" award.

The Moscow Interbank Currency Exchange (MICEX) celebrated the 8th anniversary

of the stock market on MICEX. Buring the ceremony, the results of 2004 stock

markets were discussed, and active participants of the market were awarded. Irkut
‘rporalion won the “Equity Offering on MICEX" nomination.

June

Shareholders of Irkut Corporation decided o enlarge the authorized capital by
12% by the issue of 120 million new shares with a nominal cost of RUR3 each,
The new issue was specifically targeted to be privately placed to EADS.
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August
Irkut reported best ever published 2004 IFRS results.

Irkut consolidated Beriev Company's control stake, raising Irkut's stake in Beriev
from 39.57% to 54.2%.

The distribution of 2004 dividends was completed with the value of RUR
87.349,963.7 (RUROD.1 per ordinary share), or $3.07 according o IFRS.

Al the MAKS-2005 Air Show in Zhukovsky, near Moscow, irkut and EADS signed
an agreement confirming the intention for the strategic investment in the Russian
plane manufacturer through the prospective acquisition of newly-issued shares,
representing up to 10% of Irkut's outstanding capital.

September

The Russian Federal Financial Markets Service (FFMS) registered the new issue of
commoen registered nondocumentary nominal shares of Irkut Corparation. The issue
was given identification number of state registration 1-03-00040-A-002D. The
guantity of the new issue shares accounied for 120,824,363 shares, the nominal
value of each share -~ RUR3.

December

Irkut and EADS closed the deal for the acquisition of a 10% stake in Irkul at
€55 million ($65.3 million).
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Financial Obligations.
ng- and Short-Term Loans and Borrowings

n 2005, the Companys obligations totalled $863.9 million, which is a
16.1% ($120,1 million} increase from 2004. During 2005, Irkut’'s Corporate Finances
Department was actively involved in:

. the wicening of the investors base by diversifying the financing instruments
and marketing the Corporation on foreign capital markets:

. the maintenance and widening of existing credit limits;

. the optimization of the credits portfolio structure aiming at reducing
interest risks {increasing borrowings with fixed interest rate and early
repayment);

. the improvement of the credit financing methods in accordance with the
principle of specified purpose use, which enabled us to participate in the
programe of government compensation of interest expense (Graph 10).

Activities on the Financial Market

March

Irkut completed RURS00 mitlion bond redemption of the first AD1 issue (registration
mber 4-01-00040-A as of 13,03,2002}, with the payment of the last coupon
UR23,934 thousand.

Irkut obtained a credit line worth $173 million from Sherbank payable in 5 years.

April

Irkut signed a $83.5 million syndicaled loan agreement with a group of banks,
headed by Moscow MNarodny Bank, Singapore. The Corporation will receive the
loan, secured by the contract for the delivery of Su-30MKM to Malaysia, in two
tranches. The loan expires November 2008. The group of banks include financial
establishments from South-East Asia.

May

Irkut paid the 5ih interest coupon payment worth RUR119.7 million for AD2 Irkut
bonds (registration number 4-02-00040-A as of 01.10.2002).

2005

2004

2003

Graph 10.
Structure of Short- and Long-Term
Liahilities, in millions of USD
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a.
Long-term
liabilities total

b.
Short-term
liabilities
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July

The Russian Federal Financial Markets Service (FFMS) registered the third issue
of five-year bonds, amounting to 3,250,000 bonds with the nominal value of
RUR1,000 each. The issue was given identification number of state registration
4-03-00040-A.

September

Irkut successiully compleled the third issue of non-convertible registered rouble-
nominated coupan bonds, totalling RUR3.25 billion, with the yield of 8.74% and
maturity of 5 years. At the date of the placement, the issue had the longest term
of maturity in the Russian market, while the interest rate was the lowest for Irkut
public borrowings.

October

Irkut started preparation procedures for the issuance of credit-linked bends {CLN)
worth more than $100 million: development of the deal’s structure, negotiations
on the contractual base, investor relations, and preparations for the road shew. The
credit notes worth $125 million were placed in March 2006. The interest rate, ane
of the lowest in the market, was 8.25%.

November

FFMS registers the report on the result of non-convertible registered rouble-
nominated coupon bonds issue AQ3 {registration number 4-03-00040-A as of July
14th, 2005). The bonds were placed through public offering with the value of
RUR3.25 billion at nominal value.

Irkut completed retirement of nominal value of the AQ2 second issue bonds
{registration number 4-02-00040-A as of 01.10.2002). The value of retirement
amounted to RURL.5 billion, or RUR1,000 per bend.

trkut and Amsterdam Trade Bank have in principal agreed upon arranging a 3-year
credit line worth $3Q million.
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Table 24,
Net Debt, in millions of USD

2005 2004 2003
Short-term lgans and borrowings (75.9) 1272.2) (337.9)
Long-ferm loans and borrowings (529.1) 1249.9) (245.4)
Total debt (75.9) (272.2) (583.3)
Cash & cash eguivalents 108.3 115.0 131
Short-term investments 21.8 0.4 364
Net debt total (474.9) (406.8} (533.7)
Graph 11.

December

qnmt received the first government compensation of interest expense for loans,
tained in Russian banks in 2005. The grant amounted to RUR21C,864.249, or
$7.45 million (as it is indicated in IFRS results).

Met debt
The net debt is calculated as the difference between the total debt liabilities of the
Company and the cash & cash eguivalents and current investments. In 2005, the

Debt at
year-end 2005

Payment Schedule, in millions of USD

0 100 200 300 400 506 600 700
I I | I I T l I

net debt amounted to $474.8 million, which is a 16.7% increase {$68 millicn}, il e
compared to 2004 (Table 24). 2006 i m
In 2005, the credit portfolio grew by more than 30% to exceed $600 million. a b,

The extending of the investor base and the range of financial instrumenis 2007 m
allowed the Company to improve the parameters of the credit portfolio, The
average borrowing term grew to 3 years. Significantly, the risk premium to base a b.
rate (margin to base rate) has decreased. The margin 10 base rate declined by 2008 227 m
30% to annual 4.36% as compared 1o 6.15% at the beginning of the year. The
decrease compensated for the adverse conjunciure in the borrowings market a b.
(the LIBOR rate increased). 2003 ne2

b.

2010 uz

a. b.

Residuat current Payments

deht eftected
Table 25.
Key Parameters of Irkut Credit Portfolio in 2003 - 2005, %:

31.12.200% 31.12.2004 31.12.2003

Weighted-average maturity term (in months) 24.95 13.85 13.76
Weighted-average intetest rate, % B.B7% 8.68% 9.76%
LIBOR rate 3 manths, % 4.51% 2.53% 3.97%
Marge to base rate {Libor) 4.36% 6.15% 4.50%
Share of borrowings in USD, % 75.1% 68.0% 38.8%
Share of borrowings in Russia raubles, % 85.3% 86.2% 90.9%
Share of public borrowings , % 20.8% 12.3% 13.5%
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Tahle 26.
Structure of Irkut Credit Portfolio as of 31.12.2005
N RUR 1IN USD MATURITY DATE
Public borrowings: in millions in millions -
Notes 400 141 03.10.2006
AO03 issue bonds 3,250 113 16.05.2010
Bank loans: - - .
Sherbank 452 16! 30.06.2006
Shernank 270 gt 12.01.2007
Sherbank - 60 24.12.2007
Sherbank - 101 27.09.2007
Sberbank - 13 29.12.2008
Sberbank il5 29.12.2009
Sberbank 45 29.12.2008
Mosnarbank (Singapore) &4 20,11.2008
Mosnarbank (Singapore) - 20 20.11.2008
vTB - 10 11.09.2006
viB 10 20,12.2006
iMB - 10 31.01.2006
IMB - 10 21.03.2007
Total 4,372 609

! Sum of leans and horrowings in RUR niansferred into USD equivalen! at exchange rate on December 31, 2005

Diagiam 7.

Credit Portfolio, in millions of USD

a,

457.5
Bank lsans
UsD

112.9
RUR
bonds

13.9
Bills

d.

25.1
Bank loans,
RUR

At the same time, the Corporation continued considerable restructuring of
its credit portfolio. First, Irkut plans to switch to a single currency of settlements
with customers, suppliers, and creditors. As USD export centracts form 90%
of revenue, Irkut intends to increase the share of USD borrowings. In 2005,
the share of USD borrowings accounted for 75% of the total credit portfofio.
as compared to 68% as at year-end 2004. The Company continugs the
geographical diversification and diversification by the type of borrowings. For
example, the share of public borrowings grew by 21%. as compared to 12% at
year-end 2004 (Table 24, 25, 26, diagram 7).
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Non-Current Liabilities

2005, the Company's nan-current lisbitities grew by 117% ($321.4
millicn), The increase is due to the debt restructuring. In 2005, Irkut
received bank ioans worth $305.9 million and issued $112,9 million long-
term bonds (Table 27).

Bond issue
The bond issue of OAQ Irkut Corporation are in Russia’s top ten most liquid
bond issues (Table 28).

Dynamics of Irkut bonds trading in 2005

ln 2005, Irkut Corporation redeemed bonds of series AQL (March) and AD2
{November), Thus, the total cash payments, including the coupon payments the
Corporation made in 2005 amounted to approximately $82 million (RUR2.36

Table 27.
Neon-Current Liabilities, ‘000 USD

. 2005

2004

2003

Long-term borrowings 529,144

249 649

245,447

Secured bank loans 355,304

249,549

194,200

Unsecured bank loans 59,514

51,247

Unsecured bond issue 114,326

Deferred tax 67,734

25,509

2,986

Total non-current liabilities 596,878

275,458

248,443
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biltion). Cn September 22, 2005, Irkut placed the third issue of nen-convertible
documentary rouble-nominated coupon bonds, {otalling RUR 3.25 billion
($112,9 million), with maturity of 5 years. This bond issue is unigue for the
Corporation by its size, maturity, and the absence of an offer. MDM-Bank was
the organizer and underwriter of the bond issue. The National Depository Centre
is the paying agent and depository, which holds the certificate of the deposit.
The securities were placed on MICEX by the public offering at the cost equals
par value of RUR 1,000 per bond. The maturity of each coupon is 182 calendar
days. This series of bonds inctudes 10 coupon payments. Significantly, the
Corporation was planning to set the first coupon of the series at 9.00% - 9.25%
level, but the tender, conducted by MJCEX, resulted in the annual interest rate of
8.74%, representing RUR 43.58 per bond. 150 bids were applied to the tender,
which is an encouraging result. As a result, demand exceeded supply by nearly
100%. The funds gained will be used for refinancing, as well as for current and
prospective projects.

Table 28.

Key Parameters of Irkut Bond Issues

BONDS AOD1SERIES A02 SERIES AQ3 SERIES
Method of placement Private offaring Public offering Public offering
Underwriters Region Investment Company, NOMOS-BANK, MDM-Bank, MDM-Bank

NOMOS-BANK, Alfa-Bank, Vnesheconombank

Vnesheconambank
Date of placement April 1, 2002 November 5, 2002 September 22, 2005
Date of maturity March 27, 2005 MNovernber 2, 2005 September 16, 2010
Volume of issue RUR 600 million RUR 1.5 billion RUR3.25 billicn
Number of coupons 6 6 10
Interest rate:
1st coupen 20.4% 18.5%
2nd coupon 18.5% 18.5%
3rd coupan 12.0% 17.0% Eg;;g:‘h_ 8.74%
4th coupon 12.0% 17.0%
5th coupon 8.0% 16.0%
6th coupon 8.0% 16.0%
Qrganized secondary market MICEX, RTS MICEX, RTS MICEX
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Current liabilities

2005, the current liabilities of the Corporation decreased by 43%
{$201.3 million} in absolute terms and amounted to $267.1 million. The
decling in total value of current liabilities was due to the restructuring of the
credit portfolio and considerable reduction in the short-term loans, both in
share and ahsotute lerms. As a resull, the structure of the current liabilities has
changed. In 2004, the share of short-term borraowings in the structure of current
liabitities ol the Company amounted to 40%. while trade liabilities - about
58%. In 2009, this correlation changed dramatically — the share of shart-term
loans drepped 10 28%. while trade liabililies went up to 68%. The reserves
formed the remaining 3% (Table 29).

Table 29,
Current Liabilities, ‘000 USD

2005 2004 2003
& ort-term liabilities, in thousands of USD
Shart-term borrowings 75,881 272,231 337870
Secured bank loans 9,820 24,412 4773
Ynsecured bank ioans 24.058 10,797 60,014
Unsecwed bonds 16,000 178,123 164,264
Cunient padicn of non-cunent secured bank loans 23,512 101,314
Current porlion of non-current unsecured bank loans 57,209 7.125
Olher fnans 2,491 1,690 380
Irade and other payattes 182,392 186,356 122,289
Accounts payable, trade 126,873 134,133 104,022
Income and cther taxes payable 10,144 35,672 6,866
Accrued e»penses 20,982 6.646 5,211
Advance from customers 16.869 2,900 1,004
Other payables 7.524 7.105 5,086
Provisions 8,833 9,830 6,933
Short-term liabilities total 267,105 468,417 467,092
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Short-term borrowings

The value of short-term borrowings decreased from $272.2 to $75.9 million. Such
a considerable drop is due to the restructuring of the liabilities in favour of long-
term loans, as well as to the fact that in 2005, Irkut paid off serme bank loans and
redeemed two bond issues, recognized in the 2004 balance sheet as short-lerm
horrowings and loans as the "Current part of long-term liabilities” of the Company.

Trade and other payables

The value of the trade and other payables has not virtually changed fiom 2004, 1L
declined insignificantly from $186.4 million to $182.4 miltion. A considerable part
of received goods was not paid in the period under consideration, and, according to
the majority of contracts with suppliers, payments for goods and services are realized
only after corresponding transference from cusiomers. The growth in the advance
from cuslomars should be noted 100 - rom $2.8 mitlion in 2004 to $16.87 million
in 2005. As mentioned earlier, this increase is due 1o the rise in order book and
collection of corresponding advance payments.

Provisions

The Group provides proguct warranties in conjunction with certain product
sales. Generatly, aircraft sales are accompanied by a lweive 10 eighieen month
warranty period that covers systems. accessories, equipment, parts, and soltware
manufactured by the Group to certain conbiactual specifications. Warranty
coverage inctudes non-conformance to specifications and defects in material and
workmanship. The warranty liability recorded at each balance sheet date reflects
the estimated number of months of warranty coverage outstanding for products
poduced times the expected monthly wananty payments, as well as additional
amounts, if necessary, for certain major warranty issues that exceed a normal

claims level, In 2004, the provisions were significantly reduced — trom $9.8 million
in 2004 to $8.8 million in 2005.
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Table 30,
Dynamics of Current Assets and Short-Term Liabilities, ‘000 USD
2005 2004 2003
Non-currznl assats held for sale 10.387 - -
Investmenis 21,837 438 36,438
Inventories 540,367 259,540 200.210
Trade and ather receivables 189,400 236,142 264,421
Cash & cash equivalents 108,335 114,975 13.146
Current assets total B70,327 611,095 514,215
Loans amd borrowings 75,881 272.231 337.870
Trade anu other payables 182,382 186,356 22,289
Provisions 8,833 9,830 6,933
..lrrent liabilities total 267,105 468,417 467,092
Cunent ratio 3.26x 1.30x 1.10x%
Acid-est 1w 1.24x 0.75x 0.6/%
Cash ratio 0.41x 0.25x 0.03x

Liquidity and Cash Flow Analysis

Liquidity is the ability of an organization te meet its short-term financial obligations.
Specifically, we mean the pessession of such an amount of assets easily convertible
ino cash. which is theoretically enough to pay off short-term financial obligations.
Liquigity reveals the correlation between current assets and short-lerm labilities
and reflects a company's ability to fulfil its obligations in time. Solvency implies
that a corporation posseses enough cash & cash equivalents 1o meet immediate
financial ehligations, if they came due at that point.

As o result of significanl invesliments into the working capital, in 2005 the
curntenl assels of the Company rose to $870.3 million, which represenls a 42%
increase from 2004.

Al e same time, Irkul's curent liahilities decreased almest twofold to

L2671 million.

. As a result, the curtent ratio, which is the arithmetic ratio of cuirent assels to
current liahilities, increased from 1.3 in 2004 10 3.26 in 2005. The ratic is mainky
used 10 give an idea of the Company’s ability to pay back its short-term liabitities
(debt and payables) with its short-term assets (cash. inventory, receivables). The
nigher the current 1atio, the more capable the company is of paying its obligations.
The current ratio 3.26 represents Irkut's great short-term creditor protection.

The analysis of other types of liquidity ratios also shows considerable
improvement;

Acid-lest ratio grew from 0.75 10 1.24;

Cash ralio increased from 0.25 in 2004 10 0.41 in 2005.

Accordingly, the analysis of the Corpoeration's liquidity displays trkut's high ability
to pay oft short-tarm liabilities.
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Cash Flow Analysis, ‘000 USD
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2005 2004 2003
OPERATING ACTIVITIES
Profit before tax 110972 87,511 385
Depreciation and amorhization 20.368 16,385 16,378
Nat intarast expense 47,176 58,076 55,108
Other adjustments 15,620 18,751 26,067
Operating profit before changes in working capital and provisions 194,136 180,723 107,939
Changes in working capital (224,753) 10,845 (10,7351
Cash flows from operations before income taxes and interest paid (30,617} 191,568 97,204
Incomae toxes paid (18,709 (354} {998)
Interest paid (50,134) (59,689) (70,368)
Cash flows from operating activities {99, 460) 131,525 25,838
INVESTING ACTIVITIES
Investments in fixed assets {46,125) (25,540} (45,587}
Income from investing aclivilies 12.629 18,158 2.933
Cash flows from investing activities (33,497) [7.382) (42,654)
FINANCING ACTIVITIES
Operations on debt market 64,206 (73.356) 9,426
Cperations with share capital 63,067 45,946 12287}
Cash flows trom financing activities 127,273 (23,4100 7,139
Net {decrease)iincrease in Gash & cash equivalents (5,684) 100,733 (9.677)
Cash & rash equivalents at beginning of year 114,975 13,146 22217
Effect of exchange 1ates fluctuations on cash & cash equivalents (956) 1,096 606
Cash & cash equivalents at end of year 108,335 114,975 13,146
Free cash flow™ (135.282) 126,828 (19,635}

* Calculated as cash flow lrom operating acliviiies - investments in fixsd asseis + procends hom dispesal of properly, plant, and equipmeni

Solvercy

Despite considerable level of debt financing, the Company demonstrates strong
ability to pay corresponding debt service.

The interest coverage ratio, calculated as interest payments/EBIT amounted ta
3.35% in 2005, which is a significant increase from 2.51 in 2004. This indicates
that {rkut's EBIT is 3.5 times higher than the interest payments.

The “debl to revenue” ratio did not change from 2004. It amounted lo 0.7,
while the “debt te shareholders’ equity” significantly decreased to 1.6, and com-
pared to 2.6 n 2004,
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Qperating activities
2005. Irkut Corperation generated negative cash flow from operating activities

worth ($99.5 million). Cash flow hefore changes in working capital and provisions Graoh 12.
amounted to $184.13 million, which is 3 $13 million increase from the previous Dynamics of Cash Flow from Operating
year. However, in 2005 the Company invested consideiable funds in the working Activities, ‘000 USD

capital, and the growth in provisions amotinted to almest $280 miltion. while there
ware no deliveries made, because pursuant to a reguest from a customer, dates

of delivery were rescheduted for 2006, As a result, the cash flow from operating 20000 150060 -50.00C 50,000 150000 2hG.000

activities before interest and taxes amounted to negative $30.6 miilion. while less I I I i ! }
interest payments and taxes - $99.5 million,

In 2005, Irkut generated negative free cash flow as well — $135.3 miliion,
indicating thal in the year under consideration the Company invesied significant 2005 @

financial rescurces in the working capilal. purchased matetials and components, b, 224 753
and made capital investment. In future, the Corporation intends to synchronize the e se.:3 [
. ) ) . . i 46,176
production schedule with shipments in order 1o avoid high volatitity of cash flows, d. ’ -I
. e. -5.3C4
as well as the need to finance huge values of current assets (Graph 12).
2000 o
Investing activities b. -I 10845
. . . . c. -50,680
The cash flow from investing activities reduced the Company's funds by $33.5 mil- g —
. -25.040
lion. At the same time, capital expenditure amounted te $46.1 miltion, from which
o o .. saces [
.lvcslments in the fixed capital - $26.1 million, investments in the intangble as-
seis - $20 million. The acquisition of Beriev Company reduced the cash flow by 2003 A
$5.3 million, The posilive financial flows were received from the disposal of some g 0. |
. . - . -70,368
fixed assels, as weli as the disposal of JSC NIt 1zmerenia”. ¢ ! —
d. a2 [l
a. s8e |
a. d.
Operating profit before Invesiments
changes in working in fixed assels
capital and pravisions
e.
b. Acquisition of suhsidiaries
Changes in working angd assoriates
capitat
c

Interest paid, nel
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Financing activities

In 2005, the increased need in working capital resulted in considerable financial
boerrowing. Financing activities of Irkut in 2005 were directed at attracting funds
to support production and meeting current centractual obligations. working
capital financing, and purchasing materials and components to provide for
works on new contracts, In 2005, the Corporation reafized new issue of shares,
radeemed 2 bond issues, restructured the credit portfolio to increase the share
of long-term loans and borrowings, and diversified the creditors structure and
financing methods.

8.3.
Risk Analysis

As any other business, Irkui Corporation is subject to political, economical,
market, and other risks, which may affect its financial performance. Taking into
cansideration the nature of the area, in which the Company operates. we single
out the following risks.

Political Risks

Foreign Policy Risk

The defence industry is subject to sirict government regulation and contrel. and not
only by the supplying or importing country, but atso by international organizalions.
Thus, the signing of delivery contracts for military products directly depends on the
diplomatic relations between the Russian Federation and countries — praspeclive
customers, as well as the geopolitical situation in the waorld.

Gur current customers for the most part are Asian countries and developing
countries. The deterioration of political situation in any of this regions may involve
VaIous adverse consequences, right up to applying international sanctions (for
esample in the farm of embarge on sales of military equipment to certain countries),
which, in its {urn, may negatively affect the company's ability to futfill its contractual
abligations. This risk is extending by the small range of customers.

To minimize the foreign policy risk, Irkut continues the diversitication of its
order book by customers and regions, focusing not only on the traditional markels
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of South-East Asia, but on new regions, including North Africa and developing

untries. The Indian share in the order book amounted to approximately 65%
at year-end 2004, but thanks to the Algerian contract this share decreased
almost by the quarter.

The government military expenses policy may alsc affect the Company's financial
performance. Unlike the majority of international aircraft-constructing companies,
Irkut Corporation generates the bulk of the revenue from export-related contracts.
Besides this, the absence of the Su-30 MKi in the fleet of the Russian Air Force is
viewed by many prospective customers as an obstacle for considering it in a tender,
and this reduces the export potential of this jet fighter.

To minimize the risks, related tc the government contrel and regulation in military
aircraft production and selling, Irkul follows a strategy of product diversification,
actively develops the civil and dual-purpose products and aims at exiending the
share of civil products in the Company's revenue.

The Yak-130 advanced combat trainer, which was introduced in 2005, is
a milestone in the diversification of Irkut's product line. In March of 2005, the
Russian Ministry of Defence placed an order for 12 Yak-130, and in December of
2005, Irkut initialled the contract for the delivery of 16 trainers to Algeria.

oblems of Informational Transparency

‘!ce the aerospace industry, and the military aviation in particular, is strategically
important for the state defence capability, information related to this industry could
be viewed as a subject to the state secret legislation. Thus limited access to the
specific information could have influence on investment policy. Neverthetess, Irkut
is the most transparent company of the Russian aerospace&defence industry.
The Company is committed to maximum disclosure of critical infermation for its
investors and shareholders.

The Risk of Enhanced State Control
The military aircraft manufacturing industry has aiways been exctusively within the
state jurisdiction. However, due to extensive political and economical reforms in
Russia, the situation has changed. Several big stale-run enterprises of the industry
had been incorporated. At the same time, the restructuring process of the Russian
aerpspace industry has not been finished yet, and we cannot exclude the risks of
strengthening of government control and even direct state interference in business
of entities of this industry and in the business of irkut Corporation in particular.
Currently, the Decree on the establishment of the United Aircraft Corporation {UAC)
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has been signed. By the end of 2007, the structure of UAC is expected to be formed.
However, granting the scale of the project, it is difficult to predict exact dates of forming
the structure. No doubt that this consolidation process will save Russian aviation industry
position in the international market. At the same time, the uncertainties regarding timing
and mechanisms of Irkut integration into UAC, regarding product fine and management
of the United corporation and swap-ratios condilions, raise lots of questions, including
the questicn, concerning rights of minority shareholders.

Realizing that Irkut is a public company, which hoids the status of a respected
and reliable company on the financial market, the Corporation is fully committed to
the protection the minority shareholders’ rights throughout the whele procedure of
consolidation. Thus, Irkut's management take an active role in the process of the
industry's consolidation, including the development of the consolidation strategy
and mechanisms. Irkut managers and major sharehotders will seek equitable
exchange ratios for the Company, and for each group of investors as well, including
management, government, and the investment community based on its profitability
and its share in the crder book of the UAC.

The management of irkut Corporation, which will be a UAC’s subsidiary on
the first stage of consolidation, will seek transparency of the whale holding group's
documents, as well as corporate governance transparency of other subsidiaries.

In general, Irkul experts are optimistic about the future of the United Aircraft
Corporation, both in terms of future revenue and capitalization of the Corperation.
Subsequently, the current (rkut shareholders which will make a decision to
become UAC shareholders, will most cerfainly benefit from the consolidation.
having become shareholders of an atrcraft manufacturing holding, able to generate
$7 - 8 billion of annual revenue and which will be formed by Russia's leading
aerospace companies,

Market Risks

Irkut's market risks could appear in three different forms: interest ratio risk, foreign
currency risk, and price risk.

Interest ratio risk - risk of interest escalation,

Irkut's production cycle implies considerable debt financing. The borrowings
and loans, as well as Irkul debt securities are denominated both in RUR and in
foreign currencies, with many contracts concluded with the LIBOR rate, Thus, an
increase in interest rates could result in the growth in the financing cests, which

may adversely aifect the Company’s financial performance.
Irkut has a considerably high financial leverage, as compared 1o olher
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companies of the industry. Thus, higher financing expenses may lead to more
vere competition.

To reduce this risk, we are diversifying the credit portfolic: arrange loans,
denominated in various currencies. seek wider ce-operation with Russian and
foreign banks, use cther ways of financing, including bond issues and other forms
ol public borrowings.

Foreign currency risk — risk of exchange rates change.

The Company's contracts and revenue are mainly denominated in USD, while
mare than a half of expenses are in RUR. That is why, fluctuations of the exchange
rates may worsen the financial performance of Irkut. The strengthening of the rouble
wifl negatively affect the financial results, reducing the profit margin. Besides that,
this will detericrate the Company’s position in the international market.

To reduce the risk, Irkut 1akes the following measures:

. maintain the optimal balance between the foreign currency assets and

liabilities;

. form liabilities in foreign currency (settlements with suppliers of materials
and goods, as well as debit payments are effected in RUR linked to USD
exchange rate);

. currency clause (in case the exchange rate abruptly fluctuates, the contract
amaount wiil be reconsidered);

. . replacement of short-term debt by the long-term loans and borrowings:

. diversification of liabilities by currency and debt instruments.

In addition, the management is currently considering hedging the Group's
exposure to foreign currency risk.

Price risk — the risk of fluctuating commodity prices
The Corporation is subject to the risk that suppliers may increase prices for components
and raw materials, including titaniurn and aluminium. Increase in price for components
and units may negatively affect financial performance of the Corperation.

Thus, to reduce the risk, Irkut signs long-lerm agreements with components
suppliers and takes the following measures:

. executes long-term production programs, secured by contracts already signed;

. develops programs, aimed at reducing expenses on production;

. actively invesis in its manufacturing capabilities lo improve

competitiveness,
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Industry-related risk

Industry-related risk - risk inhered to particular industry.

The development of the 5th generation fighter peculiarty affects the long-term
competitiveness of Russian aerospace indusiry and Irkut in particular on the global
markets. The situation, which is not in favour of the Russian aircralt makers, as
foreign companies have advanced develcpments in the Sth generation fighter
program, may worsen for the Russian companies.

The development stage for the 5G fighter may take from 10 to 15 years, and
while the Russian industry is at the very beginning of the process, USA has already
built and started trials of 5G prototypes. Thus, Russia may iose external markets, as
demand for 4+ generation fighters, delivered by Irkut, may subside. At the same
time. the Company’s product line features 10 - 15 years price edge over the 5G jets,
which may be a critical consideration for Irkut traditional and petential customers.

The long-term strategy of Irkut includes improverment of balanced production
of military and civil aircrafl, greater develepment of civil prejects, and product line
diversification.

The strategy may also pose some risks — considerable capital investments
and atlocation of significant funds may lead to reduced profits. The civil aviation
market is saturated. which makes the entry inte this market an uphill task for
new participants, as there is already formed peol of well-known companies which
compete rigorously. Despite the fact that the Company tock some decisive steps
towards reducing this lype of risk, we cannot say that adverse impact of the industry-
related risk is entirely impossible.
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Risks Related to Operating Activities

.0duc1ion~based risks implies risk of falldown at the scheduled value of works,
and/or risk of increase of expenses, shartfalls of production planning, which lead io
boosted current costs.

in aercspace and defence sector contracts are usually guaranteed by third
parties, in the case of mililary aviation the contracts are usually secured by the
government. Irkut's contracts are guaranteed by Rosoboronexport, state-run entity
which controls all arms exports, and this resents Russia as a trustworthy country
and reliable partner. Rosoborcnexport carefully audits the company before placing
the order.

On the other hand, all the companies operating in Russian aerospace and
defence sector do not generate enough cash to complete the contracts in force-
major. [n this case Roschoronexport performs as a guarantor not for customers but
for producers and guarantees their operations while they face obstacles.

To minimize the risk, related to equipment shutdown or machine detention, as
weil as to meet customers’ requirements, trkut modernizes outmoded facilities and
switches to advanced technologies and eguipment.

The third-party risk also falls under the catepory of production-based risks. Supply
shertfatls may lead to the Company's inakility to meel contractual obligations. Many

2aterials and compenents are produced only by cne supplier which accounts for
Uduction-based risks. On the other hand, Irkut is the only custermer of a range of

such materials, while relations with some supphiers are years long. All these things
considered and supported with the fact that {rkut does not use import materials and
goods, this third-party risk is minimal.




IRKUT CORPORATION
ANNUAL REPORT
20095

Default risk
The production cycle for some products is over 15 months. The advance payments
do not cover all the production expenses, and the Company uses not only advance
payments, but a wide range of loans and borrowings, which are paid off from
contractual proceeds. Irkut’s activities are based on sufficient level of debt financing
mainienance.

Irkutt has a high level of debt and a high financial leverage. The situation, when
the Company will be declared on default on all loans and berrowings may lead to
financial difficulties.

Credit risk

Credit risk implies a risk of the faillure to execute contractual obligations by
frkut's debtors and customers — risk on recovering on default. The orders for the
production of the military aircraft - the bulk of the orders portfolio — are paced by
defence ministries of foreign countries, which means that the governments of the
corresponding countries will act as guarantors of the contracts. Thus the credit risk,
posed by customers is minimal.

However, the credit risk may be posed by third parties's debts, since the
Company acts as guarantor of a number of affiliates. The value of this type of
obligations is insignificant and cannot considerably impact the Company’s financial
performance.

Legal risk

The production of aircraft and associated equipment, as Cerporale’s main activity,
is subject to licensing. Irkut was granted with H-year license dated January
17th, 2003 - January 17th, 2008. The Company complies with all respective
requirements and is confident that in 2007 the 5-year license will be prolonged.
The Company's extensive experience in the field of licensing enables us to believe

that the requirements for the license will not be significantly changed.
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Consoligated Financial Statements for the year eng-

ed 31 December 2005
Independent Auditors’ Report

To the Board of Directors of
OAD Scientific Production Corporation “Irkut”

We have audited the accompanying consetidated balance sheet of QAQ Scientific
Production Carporation “Irkut” and its subsidiaries {the “Group") as at 31 December
Q05 and the related consclidated statements of income, changes in equity and
sh flows for the year then ended. These consolidated financial statements are the
responsibility of the Company's management. Qur responsibility is 10 exprass an
opinion on these financial statements hased on our audit.

We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit alse includes assessing the
accounling principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that cur audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements present fairly, in all
material respects, the financial pesition of the Group as at 31 December 2005, and
the results of its operations and its cash flows for the year then ended In accordance
with [nternational Financial Reporting Standards.

‘ FPNE (A
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for the Year Ended 31 December 2005
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2005 2004

NOTE ‘000 UsD '000 USD
Revenues 5 711,692 621,852
Cosl of sales (357,774) {330,894)
Gross profit 353,918 290,958
Research and development costs {8,179} (11,731)
Distribution expenses {86,190} {62,191)
Adminisiralive expenses {64.404) {43,058)
Taxes, other than on profit 13,255) {2,767)
Other operaling expenses 7 {(42,389) {22,691)
Profit from operations 149,501 148,520
Net financing costs 8 (38 529) {60 749)
Lass from associates - {250)
Profit before lax 110,972 87,511
Income tax expense 9 (27,295) (20,243)
Net profit for the year 83,677 67,268
Attributable to:
Shareholders of the parent company 84,826 68,370
Minority interest (1,149} (1,102)

83,677 67,268

Basic and diluted earnings per share (USD) 18 0.095 0.080

The consolidated financial statements were authorized for issuance on 23 May 2005:

DA Eliseev (ﬂd;h/'
Vice-President for Corporate Finance e ——

The consolidated income statement is to be read in cenjunclion with the nates to and forming part of the
consolidated financial statemenis sel out on pages 141 - 159.
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Consolidated Balance Sheet
as at 31 December 2005

31 December 2005

2005 2004
NOTE 000 USD ‘D00 USD
ASSETS
Non-current assets
Property, plant, and equipment 10 201 922 182,565
intangible assets il 128,852 92,775
Investrnents in associates - 8,976
Other investments and non-current financial assets 12 14,230 20,858
Detarred lax assets 13 4,523 -
349,527 305,174
.u rrent assets
Investments 12 21,837 438
Inventories 14 540,367 259,540
Trade and cther receivables 15 189,400 236,142
Cash and cash equivalents 16 108,335 114,975
859,939 611,095
Nen-current assets held for sale 10,387
870,326 611,095
Total assets 1,219,853 916,269
EQUITY AND LIABILITIES
Equity 17
Share canital 103,811 93,438
Share premium 97,532 41,767
Revaiuation reserve 17,741
Foreign currency translation reserve (773) 2,479
Retained earnings 97918 16,163
Total equity attributable to sharehalders of the parent company 316,229 153,847
Minority interest 39,640 18,547
‘lal equity 355,869 172,394
Non-current liabilities
Loans and borrowings i9 529,144 245,949
Deferred tax liabilities i3 67,734 25,509
596,878 275,458
Current labilities
Loans and borrowings 19 75,881 272,231
Trade and other payables 20 182,392 186,356
Provisions 21 8,833 9,830
267,106 468,417
Total equity and liabilities 1,219,853 916,269

The conselidated balance sheet is to be read in conjunction with the notes to ard forming part of the consolidated linancial stalements set out on pages 141 — 159,
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Consolidated Statement of Cash Flows
for the year ended 31 December 2005
2005 2004
'000 USD 000 USD
OPERATING ACTIVITIES
Profit before tax 110,972 87511
Adjustments for:

Depreciation and amortization 20 368 16,385

Unrealized foreign exchange losses 481 10,904

Impairment of capitalized development costs 17,063

Excess of net assets acquired over the consideration given (3,135) -

Impairment of loans and bad debts {446) 3,917

Loss on disposal of property, plant, and equipment 2,235 3,792

Loss from associates - 260

Income from investments (578} (122}

Interest expense 57,630 60,037

Governrent grant related to compensation of interest expense (7,448}

Interest income (3,006) (1,961)
Qperating profit before changes in working capitaf and provisions 194,136 180,723
Increase in inventaries {279,913} (57,695}
Decrease in trade and other receivables 54 207 19,435
(Decrease)/Increase in trade and cther payables (1,950) 46,209
(Decrease)/InCrease in Provisions (997) 2,896
Cash flows from operations before income taxes and interest paid (30,617} 191,568
Income taxes paid (18,709) {354)
Interest paid, net of grant received (50,134) (59.689)
Cash flows from operating activities (99,460) 131,525
INVESTING ACTIVITIES
Proceeds from disposal of property, slant, and eguipment 10,304 20,843
Proceeds from disposal of subsidiary 9,541 -
Acguisitian of progerty, plant, and equipment (26,119} 119,368}
Acquisition of intangible assets (20,007 (6,172)
Acquisition of subsidiaries and associates, net of cash acguired (5,304) (54,048)
Loans repaid by related parties 3,200 19,899
Net cash to acquisition/{from disposal) of investments 8,118) 29,461
Interest received 3,006 1,961
Dividends received 42
Cash flows from investing activities (33,497) (7,382)
FINANCING ACTIVITIES
Praceeds from barrowings 894,878 466,619
Repayment of borrowings (830,672) (539.875)
Proceeds from issue of share capital 66,138 51,022
Dividends paid (3,071) (1,076)
Cash flows from financing activities 127,273 (23,4100
Net decrease in cash and cash equivalents {5,684) 100,733
Casn and cash equivalents at beginning of year 114,975 13,146
Effect ot exchange rates fluctuations on cash and cash equivalents {956} 1,096
Cash and cash equivalents at end of year (note 16) 108,335 114,975

The consolidated slatement of cash flows is to be read in conjunction with Lhe notes to and lerming part of the consohdated financial statements set out on pages 141 - 159,
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Consolidated Statement of Changes in Equity
for the Year Ended 31 December 2005

FOREIGN RETAINED
CURRENCY EARNINGS/
SHARE SHARE REVALUATION TRANSLATION (ACCUMULATED MINORITY

000 USD CAPITAL PREMIUM  RESERVE RESERVE LOSSES) TOTAL INTEREST TOTAL
Balance at
1 January 2004 84,183 . - 574 (51,117) 33,640 25 33,665
Net prcfit for the period - - - - 68,370 68,370 {1,102) 67,268
Foreign exchange differences - - - 1,805 - 1,905 444 2,349
Tolal recognized gains and losses 70,275 (658) 69.617
Shares issued 9,255 41,767 - - - 51,022 - 51.022

nuisition of subsidiaries (Note 4 - - - - - - 15,180 19,180
Dividends to shareholders - - - - 1,090 {1,090) - (1,080)
Balance at
31 December 2004 93,438 41,767 - 2,479 16,163 153,847 18,547 172,394
Net profit for the period - - - - 84,826 84,826 (1,149) 83,677
Foreign exchange ditterences - - - 13,252} 3,252) (1,472) (4,724)
Total recognized gains and losses 81574 (2,621} 78,853
Shares issued 10,373 55,765 - - 66,138 - 66,138
Acquisition of subsigiaries (Note 4) 17,741 - - 17,741 23,714 41,455
Dividends to sharehoiders - - - - (3.071) (3.071) - (3.071)
Balance at
31 December 2005 103,811 97,532 17,741 (773} 97.918 316,229 39,640 355,869

The consolidated stalement of changes in equily is to be read in conjunction with the nates to and farming parl ol the consclidated financial statements set out on pages 141 - 159.
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Notes to the Consolidated Financial Statements
for the Year Ended 31 December 2005

1 Background

(a) Organization and Operations
OAQ Scientific Production Corporation “Irkut” (“the Company™} was formed as an open joint stock company following the President’s Decree and State
Privatization Programe of 1992. The principal activily of the Company is the construction of mililary and civil aircrafl under contracts with Russian and
foreign governments. The Company and its subsidiaries (“the Group") are also engaged in research and development works for military and civil aircraft.
This research and development is carried out for the Group's own purposes.

In accordance with Russian tegistation the supply of military equipment to foreign governments is the competence of the Russian government and,
therefore. all contracts with foreign governments are concluded through the Russian state organization FGUP "Rosoboronexport” (“Rosoboronexport”™),

The Company's operations are subject to license for production and repair of aviation equipment awarded by FGUP “Resaviacosmos™. The current
license is valid until April 2007.

The Parent Company's registered office is at 13 Novoalexeevskaya St., Moscow, 129626, Russia.

(b) State Secrets

The operations of the Group related 1o the construction and sale of military aircraft are subject to the Law of the Russian Federation on State Secrets Signed
by the Prasident of the Russian Federation on July 21, 1993. This Law provides that the information on the foreign econemic activities of the Russian
Federation, disclosure of which can cause damage to the security of the country, is considered 2 state secret, Access te information classified as a staie
secret can be granted by the appropriate authorities only to organizations and individuals holding security licenses with the appropriate form of cClearance. In
addition, part of the property, plant, and eguipment of the Company makeas up the mobilization capacity of the state {refer note 10 (b)) and is also subject
1o the Law on State Secrets. The law also limits the authority of the Company to dispose of these assets.

(c) Russian business environment

The Russian Federation has been experiencing political and economic change that has affected, and may continue to affect, the activities of enterprises
operating in this environment. Consequently, operations in the Russian Federation involve risks that typically do not exist in other markets.  The
accompanying consolidated financial statements reflect management’s assessment of the impact of the Russian business envirenment on the operaticens
and the financial position of the Group. The future business environment may differ from management’s assessment.

2 Basis of Preparation

(a) Statement of compliance
These consclidated financial stalements have been prepared in accordance with international Financial Reporting Standards (“IFRSs™) and related
interpretations adopted by the International Accounting Standards Board (*IASB”).

(b) Basis of measurement
The consolidated financial statements are prepared on the historical cost basis except that instruments held for trading. designated at fair value through
profit and loss and available-for-sale are stated at fair value.
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(c) Measurement and presentation currency
The national currency of the Russian Federation is the Russian Reuble ("RUR™). The Parent Company's measurement currency is the United States Dollar
(*USD") because it reflects the economic substance of the underlying events and circumstances cf the Company.

USD is alsc the cumency in which the consolidated financial statemenis are presented. All financial infermation presented in USD has been rounded
to the nearest thousand.

The RUR is not a readily convertible currency outside the Russian Federation and, accordingly. any conversion of RUR to USD should not be construed
as a representation that the RUR amounts have been, could be, or will be in the future, convertible inta USD at the exchange rate disclosed, or at any
other exchange rate.

(d) Going concern

The accompanying conselidated financial statements have been prepared on a going concern basis, which contemplates the realization of assets and the

satisfaction of liabilities in the normal course of business. The recoverability of the Group's assets, as well as the future operations of the Group, may be

significantly affected by the current and future economic environment (see note | (c)) and possibility for the Group to renew the license for production and
air of aviation equipment (see note 1 (a)). The accoempanying consolidated financial statements do not include any adjustments should the Group be

unable to continue as a going concern.

{e) Use of estimates and judgements
Management has made a number of estimates and assumptions relating to the reporting of assets and liabilities and the disclosure of contingent assets
and liabilities to prepare these financial statements in conformity with IFRS. Actual results could differ from those estimates.

in particular, information about significant areas of estimation uncertainty and critical judgements in applying accounting policies are described in the
follawing notes:

. MNote 5 - Revenues;

. Note 11 - Intangible assets;

. Note 21 ~ Provisions;

. Note 24 - Contingencies.

3 Significant Accounting Policies

The following significant accounting policies have been applied in the preparation of the consolidated financial statements. These accounting policies have
been consislently applied excepl for changes in accounting policy described in note 3(t).

(a) Basis of consolidation
(i) Subsidiaries
q Subsidiaries are those enterprises which are controlled by the Group. Control exists when the Group has the power, directly or indirecily. to govern
e financial and operating palicies of an enterprise so as to oblain benefits from its activities. The financial statements of subsidiaries are inciuded in the
consolidated financial statements fraom the date that control effectively commences until the date that control effectively ceases.
(ii) Associates
Associates are those enterprises in which the Group has significant influence. but not control, over the financial and operating policies. The consclidated
financial statements include the Group's share of the total recognized gains and losses of associates on an equity accounted basis, from the date that
significant influence effectively commences until the date that significant influence effectively ceases. When the Group's share of losses exceeds the
carrying amount of the associate, the carrying amount is reduced to nit and recognition of further losses is discontinued except 1o the extent that the Group
has incurred obligations in respect of the associate.
{iii) Transactions eliminated on consolidation
Intragroup balances and transactions, and any unrealized gains arising from intragroup transactions, are eliminated in preparing the consclidated
financiat statements. Unrealized gains arising from transactions with associates and jointly controiled enterprises are eliminated o the extent of the Group’s
interest in the enterprise. Unrealized gains resulting from transactions with associates are eliminated against the investment in the associate. Unrealized
losses are eliminated in the same way as unrealized gains except that they are only eliminated to the extent that there is no evidence of impairment.
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{b) Foreign currencies
Transactions in foreign currencies are translated to the respective measurement currency of each enterprise in the Group at the foreign exchange rate ruling
al the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated to the measurement
currency at the foreign exchange rate ruling at that date. Non-monelary assels and liabilities denominated in foreign currencies that are stated al historical
cost are translated to the measurement currency at the foreign exchange rate ruling at the date of the fransaction. Non-menetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated to the measurement currency at the foreign exchange rate ruling at the dates
the fair values were determined. Foreign exchange differences arising on transtation are recognized in the income statement.

Where necessary, the assets and liabilities of foreign entities are translated into USD at the exchange rate at the end of the year. Revenues and expenses
are translated inte USD using rates approximating exchange rates at the dates of the transactions. The resulting exchange difference is recorded directly in
equity in the foreign currency translation reserve.

(c) Classification of assets and liabilities

The operating cycle for aircraft construction contracts exceeds one year. Assats, which are reasonably expected to be realized in cash, or sold, or consumed
during the operating cycle of the business are shown under current assets. Liabilities whose liguidation is reasonably expected within the operating cycle
of the business are also shown under current liabilities.

{(d) Property, plant, and eguipment

(i) Owned assets

PFroperty, plant, and equipments are stated at cost less accumulated depreciation and impairment losses. The cost of self-constructed assets includes
the cost of materials, direct labour, and an appropriate proportion of production overheads.

Where an item of property, plant, and equipment comprises major components having different useful lives, they are accounted for as separate items
of property, plant, and equipment.

(ii) Subsequent expenditure

Expenditure incurred to replace a component of an item of property, plant, and equipment that is accounted for separately, is capitalized with the
carrying amount of the components being written off. Other subsequent expenditure is capitatized only when it increases the future economic benefits
embodied in the item of property, plant, and equipment. Ali other expenditure is recognized in the income statement as an expense as incurred.

(iii) Depreciation

Depreciation is charged to the income statement on a straight-!ine basis over the estimated useful lives of the individual assets. Depreciation commences
on the date of acquisition or, in respect of internally constructed assets, from the time an asset is completed and ready for use, Land is not deprecialed.

The estimated useful lives are as follows:

. Buildings 40 - 50 years

. Plant and equipment 5 - 20 years

(e) Intangible assets

{i) Research and development

Expenditure on research activities, undertaken with the prospect of gaining new scientific or technical knowledge and understanding, is recognized in
the income statement as an expense as incurred.

Expenditure on development activities, whereby research findings are applied to a plan or design for the production of new or substantially improved
products and processes, other than development carried out as part of construction contracts {refer accounting policy (q)), is capitalized if the product or
pracess is technically ang commercially feasible and the Group has sufficient resources to complete development. The expenditure capitalized includes the
cost of materials, direct labour and an appropriate proportion of overneads. Other development expenditure is recognized in the income statement as an
expense as incurred.

Capitalized development expenditure is stated at cost less accumulated amortization and impairment losses. Amertization is charged to the income
slatement over the estimated units to be produced. The carrying amount is reviewed for impairment annually when the asset is not yet in use and thereafter
whenever events or changes in circurstances indicate that the carrying amount may not be recoverable,



144

Consolidated Financial Statements fer the Year Endeé
31 December 2005

(i) Goodwill

Goodwill arising an an acquisition represents the excess of the cost of the acquisition cver the fair value of the net identifiable assets acquired.

in respect of associates, the carrying amount of goodwill is included in the carrying amount of the investment in the associate.

Goodwill is not amortized but is instead tested for impairment at lgast annually.

(iii) Negative goodwill

Negative goodwill arising on an acquisition represents the excess of the fair value of the net identifiable assets acquired over the cost of acquisition.
MNegative goodwill is recognized immediately in the income statement.

(iv) Other intangible assets

Other intangible assets are recorded at cost less accumulated amertization and/or impairment losses. Intangible assets that have limited useful lives
are amortized on a straight-line basis over the estimated useful lives of the individual assets, which are in the range of 3 - 5 years. Intangible assets with
indefinite useful lives are not amortized but are instead tested for impairment at least annually.

{f) Investments
.vestments are recognized (derecognized) when the Group obtains (loses) control over the contractual rights inherent in that asset.
Except as outlined below, investments are accounted for as follows:

. Investments held for trading are stated at fair value, with any resultant gain or loss recognized in the income statement.
. Investments designated at fair value through profit and loss are slated at fair value, with any resultant gain or loss recognized in the income
statement.

. Investments held-to-maturity are stated initiatly at cost. Subsequent to initial recognition they are stated at amortized cost with any difference
between cost and redemption value being recognized in the income statement over the pericd to maturity on an effective interest basis.
. Other investments are classified as available-for-sale and zare stated at fair value, with any resuftant gain or loss being recognized directly in
equity.
The fair value of investmenis held for trading, designated at fair value through profit and loss and available-for-sale is iheir quoted bid price at the
balance sheet date. Investments in equity securities that are not guoted on a stock exchange, and where fair vatue cannet be estimated on a reasonable
basis by other means, are stated at cost less impairment losses.

(g} Inventories
Construction work in progress is stated at cost plus profit recognized to date less a provision for foreseeable losses and less progress billings. Cost includes
all expenditures related directly to specific projects and an allocation of fixed and variable overheads incurred in the Group’s contract activities based on
normal operating capacity.

Other inventories are stated at the lower of cost and net realizable value. Net realizable valug is the estimated selfing price in the ordinary course of
business, less the estimated costs of completion and selling expenses.

The cost of inventories is based on the average cost principle and includes expenditure incurred in acquiring the inventories and bringing them to their

.KiSting location and condition. In the case of manufactured inventories and work in progress, cost includes an appropriate share of overheads based on

normal operating capacity.

Inventories are presented in the balance sheet net of advance payments received for construction contracts.

(h) Trade and Other Receivables
Trade and other receivables are stated at cost less impairment losses.

(i) Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafis that are repayable on demand and form an integral part of the
Group's cash management are included as a component of cash and cash equivalents for the purpose of the statement of cash flows.
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(j} Impairment

The carrying amount of goodwill and intangible assets not yet in use is tested for impairment annually. The carrying amounts of the Group’'s other assets,
other than invertories and deferred tax assets, are reviewed at each balance sheel date to determine whether there is any indication of impairment. If any
such indication exists, the assets' recoverable amounts are estimated. An impairment loss is recognized when the carrying amount of an asset exceeds its
recoverable amount. Impairment losses are recognized in the income statement.

(i} Calculation of recoverable amount

The recoverable amount of the Group's held-to-maturity investments and receivables is catculated as the present value of expected future cash flows,
discounted at the original effective interest rate inherent in the asset.

The recoverable amount of cther assets is the greater of their net selling price and value in use. In assessing value in use, the estimaied future cash
flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate cash inflows largely independent of those from other assets, the recoverable amount is determined
for the cash-generating unit to which the asset belongs.

(i) Reversals of impairment

An impairment loss in respect of a held-to-maturity investment or receivable is reversed if the subsequent increase in recoverable amount can be related
objectively to an event occurring after the impairment loss was recognized.

An impairment loss in respect of goodwill is not reversed. In respect of other assets, an impairment loss is reversed if there has been a change in the
estimates used to determine the recoverable amount.

An impairment loss is reversed only to the extent that the asset's carrying amount does net exceed the carrying amount that would have heen
determined, net of depreciation or amortization, if no impairment loss had been recognized.

(k) Dividends
Dividends are recognized as a liability In the period in which they are declared.

(I) Loans and borrowings
Loans and borrowings are recognized initially at cost. Subsequent to initial recognition, loans and borrowings are stated at amortized cost with any
difference between cost and redemption vaiue being recognized in the income statement over the periog of the borrowings on an effective interest basis.

(m} Employee benefits
Employees receive pension benefits from the government of the Russian Federation and the Group makes contributions on their behall in accordance with
the appropriate laws and regulations which are expensed as incurred.

{n} Provisions

A provision is recognized in the balance sheet when the Group has a legal or constructive obligation as a result of a past event, and it is probable that an

outflow of economic benefits will be required to settle the obligation. T the effect is material, provisions are determined by discounting the expected future

cash flows at a pre-1ax rate that reflects current market assessments of the time value of money and, where appropriate, the risks specific to the liability.
A provision for estimated standard warranty costs is recognized in the period in which the related product sales occur. An accrual for warranty costs

is recognized based on the Group's historical experience on previous deliveries of aircralts. Estimates are adjusted as necessary based on subsequent

experience.

(0) Trade and other payables
Trade and cther payables are stated al cost.
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(p) income tax
Income tax for the year comprises current and deferred fax. Income tax is recognized in the income statement except to the extent that it relates to iterns
recognised direcily to equity, in which case it is recognised in equity.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the balance sheet
date. and any adjustment to tax payable in respect of previcus years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the carrying amounts of assets and
liabilities for financia! reporting purposes and the amounts used for 1axation purposes. The following temporary differences are nat provided for: goodwill:
initial recognition of assets or liabilities that affect neither accounting nor laxable profit; and investments in subsidiaries where the Parent Company is able
to contrel the timing of the reversal of the temporary difference and il is probable that the temporary difference will not reverse in the foreseeable future,
The amount of deferred tax provided is based on the expected manner of realization cr selilement of the carrying amount of assets and liabilities, using tax
rates enacted or substantively enacted at the balance sheet date.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be available against which the asset can be utilized.

‘ferred tax assets are reduced to the axtent that it is no longer probable that the related tax benefit will be realized.
q

) Revenues
The operations of the Group principally consist of building aircraflt under fixed-price contracts. Revenues under such contracts are recognized on a
percentage of completion basis, measured by the ratio of total direct materials, labour. and design and development costs incurred te date relative to the
total estimated respective costs on the contract. This method is used as the maragement of the Group considers 1nis to be the best available measure of
progress on the contracts. Markeling costs that are incurred for a specific contract may be inciuded in contract costs, but only if these costs can be directly
associated with a specific contract and if their recoverability from that contract is probable.

Provisions for estimated fosses on uncompleted contracts, if any. are made in the pericd in which such losses are determined. Changes in job
nerformance, contract conditions, and estimated profitability, including those arising from contract penalty provisions, if any. and final contract settlements
may result in revisions to costs and income and are recognized in the period in which the revisions are determined.,

Revenue from the sale of goods is recognized in the income statement when the significant risks and rewards of ownership have been transferred to
the buyer.

(r} Government grants

Government grants are recognized in the balance sheet initially as deferred income when there is reasonable assurance that it will be received and that the
Group will comply with the conditions attaching to it. Government grants that compensate the Group for expenses incurred are recognized as revenue in
the income statement on a systematic basis in the same periods in which the expenses were incurred. Grants that compensaie the Group for the cost of
an asset are deducted from the carrying emounts of the asset.

(s} Expenses

(i) Operating leases

Paymenis made under operating leases are recognized in the income statement on a straight-line basis over the term of the lease. Lease incentives
received are recognized in the income statement as an integral part of the total lease payments made.

(ii} Net financing costs

Net financing costs comprise interest expense on borrowings, the accretion of interest on provisions, interest income on funds invested, dividend
income, foreign exchange gains and losses, and gains and losses on the revaluation and dispasal of investments held for trading and available-for-sale.

All interest and other costs incurred in connection with borrowings are expensed as incurred as part of net financing costs.

Interest income is recognized as it accrues, taking into account the effective yield on the assel. For investments in associates, dividend income is
included in the determination of the carrying amounts of the investments in associates. For investments in other companies, dividend income is recognized
on the date that tha dividend is declared.

{iii) Social expenditure

To the extent that the Group's contributions to social programs benefit the community at large and are not restricted to the Group's employees, they are
recognized in the inceme statement as incurred.
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(t) Changes in accounting policy
During the current year the Group changed a number of its accounting policies as a result of new or revised standards that are effective for periods beginning
on or after 1 january 2005. The following changes had a material impact on the Group's financial position er results of operations, or resulted in material
changes in classification.
(i) Presentation of minority interests
The following changes in presentation result from revised 1AS 1 Presentation of Financial Statements:
. In the income statement, the minority interest share in the results of subsidiaries is no longer added or subtracted in arriving at the Group’s net
prafit (loss) for the period. Instead it is presented as an altocation of the Group's net profit {loss} for the period.
. In the balance sheet, minorily interests are presented as a separate component of equity rather than being presented between equity and
liabilities. As a result, the statement of changes in eguity shows the movement in minerity interests during the period.
. Comparatives were restated to reflect these changes.
(ii) Investments
In accordance with revised |1AS 39 Financial Instruments: Recognition and Measurement comparatives have been restated to reflect the revised
classification, but there has heen no affect on the Group's financial position or results of cperations. In accordance with the specific transitional provisions
in IAS 39, there was no requirement for the Group to have designated such investments as at fair value through profit and loss at the date of inifial
recognition.

(u) New standards and interpretations not yet adopted

The following new Standards, amendments to standards and interpretations are not yet effective as of 31 December 2005, and have not been applied in
preparing these consolidated financial statements. The Group believes that the new standards, amendments to standards and interpretations will not have
material impact on its financial position or performance.

. IFRS & Exploration for and Evaluation of Mineral Resources, which is effective for annual periods beginning on or after 1 January 2006. The
standard includes a requirement to distinguish between tangible and intangible assets that are used in the exploration for and evaluation of
mineral resources, and specifies the level at which impairment testing should be carried out.

. IFRS 7 Financial Instruments: Disclosures, which is effective for annual periods beginning on or after 1 January 2007. The standard will require
increased disclosure in respect of the Company's financial instruments.

. Amendment to 1AS 1 Presentation of Financial Statements — Capital Disclosures. which is effective for annual periods beginning on or after
1 January 2007. The standard will require increased disciosure in respect of the Parent Company’s capital.

* Amendment to 1AS 19 Employee Benefits - Actuarial Gains and Losses, Group Plans and Disclosures, which is effective for annual periods
beginning on or after 1 January 2006. The amendment includes an option for actuarial gains and losses to be recognized in full as they arise,
outside of the income statement in a statement of recognized income and expense.

. Amendment to IAS 39 Financial Instruments: Recognition and Measurement — Cast: Flow Hedge Accounting of Forecast Intragroup Transactions,
which is effective for annual periods beginning on or after 1 January 2006. The amendment atlows the foreign currency risk of a highly probable
forecast intragroup transaction to qualify as a hedged item il certain criteria are met.

. Amendment to IAS 39 Financial Instruments: Recognition and Measurement — The Fair Value Option, which is effective for annual periods
beginning on or after 1 January 2006, The amendment restricts the designation of financial instruments as “at fair value through profit or loss”.

. Amendment 1o 1AS 39 Financial Instruments: Recognition and Measurement and IFRS 4 Insurance Contracts - Financial Guarantae Contracts,
which is effective for annual periods beginning an or after 1 January 2006. The amendment requires guarantees that are not insurance contracts
to be measured at fair value upon initial recognition.

. IFRIC 4 Detarmining whether an Arrangement contains a Lease, which is effective for annual periods beginning on or after 1 January 2006. The
interpretation reguires certain arrangemenis to be accounted for as a lease even if they are not in the legal form of a lease.

. {IFRIC 5 Rights to Interests arising from Decommissioning. Restoration and Environmental Rehabilitation Funds, which is effective for annual
periods beginning on or after 1 January 2006. The interpretation deals with funds created for the purpose of settling decommissioning and simitar
expenses.

. IFRIC & Liabilities arising from Participating in a Specific Market ~ Waste Electrica! and Electrenic Equipment, which is effective for annual
periods beginning on or after 1 December 2005. The interpretation deals with chligations arising from the European Union Directive regulating
the collection, treatment, recovery, and environmentally sound disposal of waste equipment.
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4 Acquisition and Disposal of Subsidiaries

(a) Acquisition of CAQ “TANTK Imeni G.M. Berieva”

ed 31 December 2005

In 2005, the Company acquired 34,653 ordinary shares (or approximately 15% of total issued share capital) of CAO “TANTK Imeni G.M. Berieva” {"Beriev
Aircraft Company”} for a consideration of USD 5,523 thousand, which was settled in cash. The acquisition increased the Group's interest in the capital
of Beriev Aircraft Company to 59%. The acquisition has been accounted for as if it had occurred on 1 January 2005 because the control passed close o

this date. The impact of acquiring the subsidiary was lo increase net profit for the year by USD 2,477 theusand.
The acquisition of the subsidiary had the following effect on the Group's assets and liahilities at the date of acguisition:

PRE-ACQUISITION

CARRYING AMOUNT CN A FAIR VALUE RECOGNIZED FAIR
COMPARABLE IFRS BASIS ADJUSTMENT VALUE ON ACQUISITION
000 USD ‘000 USD *000 USD

Property, plant, and equipment 32,369 16,572 48.941

ngible assets 117 36,262 356,379

nvestments 609 609

Inventories 1,740 1,740

Trada and other receivables 15,110 15,110

Cash and cash equivalents 219 219

Loans and barrowings (18,591) - (18,5911

Deferred tax liabilities (3.913) (12,680 (16,593)

Trade and other payables (9.626) (9.526)

Net identitiable assets, liabilities, and contingent liabilities 18,034 40,154 58,188

Mincrity interest [23.714)

Revaluation reserve (17,741)

Investment in associate (8,075}

Excess of net assets acquired over cost (3.135)

Consideration paid 5,523

Cash acquired (219}

Net cash outflow 5,304

In allocating the cost of acquisition to the underlying assets, liabilities, and contingent liablities of the subsidiary, it was not possible to measure reliably
the fair value of the contingency in relation to taxation - see note 24 {c).

(b} Disposal of OAO “Nil 1zmerenia™

Q2005, the Graup disposed of all 98% shares in OAQ “NII lzmerenia” to a related party, The proceeds from disposal approximated the carrying vafue
the company’s net assets, which were mainly represented by a building with the carrying value of USD 10,791 thousand and a deferred tax Hability of

UsD 1,250 thousand.

5 Revenues
2005 2004
'000 USD '000 USD
Revenue earned on military aircraft construction contracts 474,225 463,678
Revenue earned on civil aircrafl construction contracis 37,931 22.345
Revenue on sales of aircraft components and related products 125,835 111,339
Other revenues 73,700 24,490
711,692 621,852
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(a) Segment reporting
The Group manufactures both military and civil aircraft, However, the revenues, results, and assets attributable to military aircraft comprise substantially
all of the Group's revenues, results, and assets. Therefore no separate information in respect of business segments is presented,

The Group's manufacturing activities are in Russia and substantially all of its revenues are derived from export o one market. Therefore no geographical
segment information is presented.

(b} Changes in accounting estimate

'n 2005 and 2004, one of the Group's customers executed options for the acquisition of additional products under existing construction contracts. In
addition, the price of the products was renegotiated. The revisicn of the contract revenue and the contract cost resulted in adjustments to the cumulative
amount of revenue recognized under the contract, which amounted to USD 83,358 thousand and USD 107,165 thousand in 2005 and 2004, respectively.
The adjustments have been accounted for as a change in accounting estimate in accordance with 1AS 8 Net Profit ar Loss for the Periods, Fundamental
Errors and Changes in Accounting Policies on a prospective basis, which resulted in an additional revenue of USD 83,359 thousand being recognized for
the year ended 31 December 2005 and USD 107,165 thousand for the year ended 31 December 2004,

6 Personnel Expenses

2005 2004

‘000 USD 000 USD
Wages and salaries 81,477 59,361
Computsory social security cantributicns 20,501 17,944

101,978 77,305

The number of employees at 31 December 2005 was 15,424 (2004 14,022).

7 Other Operating Expenses

2005 2004

Q00 USH 000 USD
Impairment of capitalized development costs (note 11{a)} 17,063 -
Social costs 7.054 7919
Loss on disposal of property, plant, and equipment 2,235 3,792
Excess of net assets acquired over the consideration given (note 4(a)} (3.135) -
Impairment of loans given and bad debts (446) 3.917
Dther operaling income and expenses, net 19,618 7.063

42,389 22,691
8 Net Financing Costs

2005 2004

000 USD '000 USD
Interest income (3,006) (1,961
Government grant related to compensation of interest expense (7.448) -
Interest expense 57,630 60,037
Foreign exchange loss (8,069) 2,795
Income from investments (578) (122}

38,529 60,749
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9 Income Tax Expense/(Benefit)

2005 2004
'000 USD ‘000 USD
Current tax expense
Current year 3,495 13,812
Deferred tax benefit
Origination and reversal of temporary differences 27,888 10,005
Change in recognized deferred 1ax assels {4,088} {3.,574)
23,800 6.431
27,285 20,243
The Group's applicabte tax rate is the corporate income tax rate of 24% (2004: 24%).
Reconciliation of Effective Tax Rate:
2005 2004
‘000 USD % 000 USD %
Profit before tax 110,972 100% 87,511 100%
Income tax at applicable tax rate 26,633 24% 21,003 24%
Non-deductible/non-taxable items, net 4,750 5% 2,814 3%
Change in 1ecognized deferred tax assets (4,088} (4%) 2,814 (4%)
27,295 25% 20,243 23%
10 Property, Plant, and Equipment
LAND AND PLANT AND CONSTRUCTION
'000 USD BUILDINGS EQUIPMENT IN PROGRESS TOTAL
Cost
At | January 2004 155,390 240,571 23,109 419,070
Additions Through business combinations 32,039 1,343 208 33,591
ther additions 238 8,737 10,393 19,368
nsfers 2,164 2,224 {4,418) -
Disposals (16,792) (33,085 112y {49 889}
Foreign exchange differences 717 36 ] 759
At 31 December 2004 173,786 219,826 29,287 422,899
Additions through business combinations 20,660 27,354 927 48,941
Other additions 89 9,252 16,778 26,119
Transfers 13,395 3.115 (16,5100
Disposals (7,853) (7,203) (1,995) {17,050
Disposal of subsidiary 1s,791) - (10,791)
Classified as non-current assets held for sale {10,638) - - (10,638)
Foreign exchange differences (1,523) (1,156) (44) (2,723)
At 31 December 2005 177,125 251,188 28,443 456,756
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LAND AND PLANT AND CONSTRUCTION
‘000 UsSD BUILDINGS EQUIPMENT IN PROGRESS TOTAL
Depreciation
At 1 January 2004 (93,435) [156,447) - (249,882)
Depreciation charge (2,569 {13,159) - (15,728)
Disposals 5,364 19,932 - 25,296
Fereign exchange differences (13 (7 - (20}
At 31 December 2004 (90,653) {149,681) - (240,334)
Depreciation charge (3,119 {16,520) . (19,639)
Disposals 178 4,609 - 4,787
Classified as non-current assets held for sale 251 - 251
Foreign exchange differences 26 75 - 101
At 31 December 2005 (93,317} (161,517} - {254,834)
Net book value
At 31 December 2004 83,133 70,145 29,287 182,565
At 31 December 2005 84,059 89,420 28,443 201,922

(a) Security
Property, plant, and equipment with a carrying amount of USD 20.462 thousand (31 December 2004: USD 12,876 thousand} is pledged as collateral
for secured loans (see note 19).

(b} Other restrictions
The net book value of property, plant, and equipment restricted for sale by the Russian government in accordance with the state military programe
amountad to USD 33,036 thousand (2004: USD 37,872 thousand).

11 Intangible Assets

'000 USD DEVELOPMENT COSTS OTHER INTANGIBLES TOTAL
Cast

At 1 January 2004 36,974 2,762 39,736
Additions through business combinations 47,493 184 47,677
Other additions 5,485 687 6,172
Disposals - (42) (42)
Foreign exchange differences 1,317 5 1,322
At 31 December 2004 91,269 3.586 94,865
Additions through business combinations 36,262 943 37,205
Other additions 19,060 947 20,007
Disposals - (2758) (275)
Impairment (17,063) - (17.063)
Foreign exchange diffarences (3,027 (42} (3,063)

At 31 December 2005 126,501 5,169 131,670
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‘000 USD DEVELOPMENT COSTS OTHER INTANGIBLES TOTAL
Amortization
At | January 2004 (219) (1,213) (1,432}
Amortization charge (219) (438) (657)
Foreign exchange differences - (1) (1
At 31 December 2004 {438} {1,652) (2,090}
Amortization charge (218} (511 (729)
Foreign exchange differences - 1 1
At 31 December 2005 (656} (2,162} (2,818)
Net book value
At 31 December 2004 90,831 1,944 92,775
At 31 December 2005 125,845 3,007 128,852
Intangihle assets comprise the following significant items:
2005 2004
'000 USD ‘000 USD
Intellectual property rights related to the development of:
Be-200 aircraft 53,889 31,286
Yak-130 aircraft 44,330 35,321
SUV-30K modernization set 10,289 10,508
A-50 airborne warning and control system 4,556
Be-103 aircraft 2,781 -
Yak-420 aircraft - 13,716
125,845 90,331

Be-200 and Yak-13C development projects are not yet completed and therefore the related intangibls assets are nol amertized. The amortization will
commence when the Group will start production of the assets which is planned for 2006 - 2025.

(a) Impairment

in 2005, the Group revised its plans in relation 1o the future production of assets under development and ceased the development projects. A a result of this revision,

the carrving amount of the capitalized developrment expenditure was writien down by USD 17,063 thousand. The revision is caused by commencement of new
development projects. which will replace the current producis. The new developrment projects not yet satisfy the capitalization criteria in IAS 38 Intangible assets.

12 Other Investments and Non-Current Financial Assets

2005 2004
000 USD '000 USD
Non-current
Available-for-sale investments, stated at cost 13936 20,553
Other non-current financial assets 294 305
14,230 20,858
Current
Investments designated at fair value through profit and loss 21,837 438

Available-for-sale investments include equity securities of ZAO Company “FTK” {(“FTK"), a former subsidiary of the Group and a related party as of
31 December 2005. A stack issuance in 2002, which the Company did not take part in, diluted its interest in FTK from 56% to 9%. The investment was
recorded at cost of USD 8,885 thousand.

In December 2005, the Group disposed of 5,000,000 shares of 0AQ “AKB Rosbank” (“Roshank”) for USD 4,946 thousand to & related party. The carrying value of
Rosbank's shares was USD 5,648 thousand. The loss on dispasal of Ihe shares was recognized in the income statement for the year ended 31 December 2005.
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000 USD ASSETS LIABILITIES NET
2005 2004 2005 2004 2005 2004

Property, plant, and equipment 4,887 5,219 (11,1486) (7,900) (6,259) 12,681}
Intangible assets 31,334 27,790 130,633} {13,898) 701 13,892
Investments - 368 1338) (1,641} (338) {1,273)
lnventories 11,999 3,180 199,527) (41,443) (87.528) (38,263}
Trade and other receivables 99 83 - (11,257} a9 {11,174)
Loans and barrowings 259 - 1653) (357) (394) 1357)
Trade and other payables 9,123 9,229 - - 9,123 9,229
Provisicns 2,548 955 - - 2,548 955
Tax loss carry-forwards 18,837 4,163 - - 18,837 4,163
Total tax assets/(liabilities) 79,086 50,987 {142,297) (76,496) (63,211) (25,509}
Offset of tax (74,563) (50,987) 74,563 50,987 - -
Net tax assets/(liabilities) 4,523 - {67,734) (25,509) (63,211) (25,509}
(b) Movement in temporary differences during the year

1 JANUARY RECOGNIZED FOREIGN CURRENCY ACQUIRED/ 31 DECEMBER
‘000 USD 2004 IN INCOME TRANSLATION DISPOSED OF 2004
Property, plant, and equipment 1,308 3,259 (175 (7.073) (2,681)
Intangible assets 7.985 14,859 (380 (8,572) 13,892
Investments (3,144 2,118 1 (248) (1,273}
Inventories (13,608) 124,750) 95 (38.263)
Trade and cther receivables S44 {12,261) 2 141 (11,174)
Loans and botrowings (438) 81 - - (357)
Trade and other payables 1.425 7.804 - 9,229
Provisions 1,634 (679) - - 955
Tax loss carry-forwards 898 3,138 127 - 4,163

(2,996) {6,431) (3300 (15,752) (25,509)

1 JANUARY RECOGNIZED FOREIGN CURRENCY ACQUIRED/ 31 DECEMBER
'000 USD 2005 IN INCOME TRANSLATION DISPOSED OF 2005
Property, plant, and equipment (2,681) 979 434 (4,991) (6,259)
Intangible assets 13,892 (6,825) 558 (6,924) 701
Investments (1,273} 926 9 - (338
Inventories (38,263) (41,9300 274 (7,609 (87,528)
Trade and other receivables (11,174) 11,277 15 98
Loans and borrowings (357) (36) - (393}
Trade and other payables 9,229 (106) - 9,123
Provisions 955 1,593 2,548
Tax loss carry-forwards 4,163 10,322 171 4 181 18,837

{25,509) {23,800) 1,441 (15,343} (63,211)
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14 Inventories

2005 2004
'000 USD '000 USD
Advance payments to suppliers 74,728 32,808
Raw materials and other supplies 40,116 33,431
Aircraft components 47 550 28,613
Amounts due from customers for contract work 553,361 213,400
Other work in progress 22,297 11,016
738,052 319,268
Advance payments received (197,685) 159,728)
540,367 259,540
Q Trade and Other Receivables
2005 2004
‘000 USD '000 USD
Accounts receivable — trade 51,752 91,919
Allowance for doubtiul accounts {686) (644)
51,066 91,275
VAT recoverable 113,720 99,840
Due from tax authorities (refer to note 24 (b)) 7,737 23.827
Prepaid taxes 871 1,047
Other receivables and criginated lcans 16,006 20.053
189,400 236,142
16 Cash and Cash Equivalents
2005 2004
*000 USD ‘000 USD
Bank balances, Russian roubles 64,224 86,431
Bank halances, US Dollars 44,111 28,544
‘ 108,335 114,975

17 Equity

(a) Share capital

In November 2005, the Parent Company has issued 99,185,084 ordinary shares for the net consideration of USD 66,138 thousand. The shares were
privately placed to EADS and existing shareholders of the Parent Cempany.

At 31 December 2005 authorized, issued, and fully paid capital stock consisted of 978,131,612 ordinary shares. All ordinary shares have a nominal
value of Russian roubles 3 each.
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(b) Dividends and dividend limitations
Profits available for distribution 1o ordinary shareholders in respect of any reporting period are determined by reference to the statutory financial statemnents
of the Parent Company prepared in accordance with the laws of the Russian Federation and denominated in Russian roubles. At 31 December 2005
the Parent Company had cumulative retained eamnings, including the profit for the current year, of RUR 4,366,380 thousand (USD 151,703 theusand
converted at the closing exchange rate of 28.7825).

Due to the fact that the Parent Company had a loss in the statutory financial statements prepared in accordance with the laws of the Russian Federation
for the year ended 31 December 2005, the Board of Directors propesed net 1o distribute any dividends for 2005,

The following dividends for 2004 and 2003 have been declared at the Company's annual shareholders’ megtings:

24 JUNE 2005 26 JUNE 2004
Amount per share, RUR 0.10 0.04
Amount per share, USD 0.0035 0.0014
Total amount, ‘000 USD 30N 1,090

18 Earnings Per Share

The calculation of eamings per share is the net profit for the year divided by the weighied average number of ordinary shares (see note 17 {a)) cutstanding
during the year, calculated as shown below. The Group has no dilutive potential ordinary shares.

NUMBER OF SHARES 2005 2004

Issued ordinary shares at 1 January 878,946,528 791,051,875
Effect of ordinary shares issued in November (2004: March) 16,530,847 65,920,990
Weighted average number of ordinary shares at 31 December 895,477,375 856,972,865

19 Loans and Borrowings

This note provides information about the centractual terms of the Group's loans and borrowings.,

2005 2004
‘000 USD ‘000 USD
Non-current
Secured bank loans 355,304 249 849
Unsecured bank lcans 59514 -
Unsecured bond issue 114,326 -
529,144 249,949
Current
Secured bank lpans 9.820 24,412
Unsecured bank Ipans 24,058 10,797
Current parlicn of non-current secured bank loans 16,000 178,123
Current porticn of nen-current unsecured bank loans 23,512 -
Current porticn of unsecured bond issue - 57,209
Other loans 2,491 1,690
75,881 272,231
{a) Security

The loans are secured over Property. plant, and equipment with a carrying amount of USD 20,462 thousand (31 December 2004: USD 12,876 thousand)
and the right to receive future revenues under an agreement with a fareign government.
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{b} Terms and Debt Repayment Schedule

000 USD TOTAL UNDER 1 YEAR 1 -5 YEARS
Secured bank loans:

RUR - fixed 8t 9 - 11% 19,468 9,820 9,648

USD ~fixed at 9 - 11% 189,008 16,000 173,008

UJSD - variable at 6 - B% 172,648 - 172,648
Ursecured bank loans:

USD — variable at 10% 83.026 23,512 59.514

USD - fixed al 10% 24,058 24,058 -
Unsecured bond issues:

RUR - fixed a1 9% 114 326 - 114,326
Qther loans 2,491 2,491

605,025 75,881 529,144

For mare information abeut the Group’s exposure to interest rate and foreign currency risk see note 22.

20 Trade and Other Payables

2005 2004
000 USC '000 USD
Accounts payable - trade 126,873 134,133
Income and other taxes payable 10,144 35,572
Accrued expenses 20,882 6,646
Advances from customers 16,8639 2,500
Other payables 7.524 7,105
182,392 186,356
21 Provisions
2005 2004
‘000 USD 000 USD
alance at 1 January 2005 9,830 6,933
visions made during the year 3.906 6,611
Provisions used during the year (2,311) 13,084)
Provisions reversed during the year (2.592) (630}
Balance at 31 December 2005 8,833 9,830

The Group provides product warranties in conjunction with certain product sales. Generally, aircraft sales are accompanied by a twelve to eighteen
maonth warranty period that covers systems, accessories, equipmeant, parts, and software manufactured by the Group to certain contractual specificatiens.
Warranty coverage includes nan-conformance to specifications and defects in material and werkmanship.

The warranty liability recorded at each balance sheet date reflects the estimated number of months of waranty coverage outstanding for products
produced times the expected monthly warranty payments, as well as additional amounts, if necessary, for certain major warranty issues thai exceed a
normal claims level.
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22 Financial Instruments

Exposure to credit, interest rate, and currency risk arises in the normal course of the Group's business.

(a) Credit risk
Credit evaluations are performed on all customers, other than related parties, requiring credit over a certain amount.
The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the balance sheet.

(b) Interest rate risk

Changes in interest rates impact primarily loans and borrowings by changing either their fair velue (fixed rate debt) or their future cash flows (variable rate
debt). Management does not have a formal palicy of determining how much of the Group's exposure should be to fixed or variable rates. However, al the
time of issuing new debt management uses its judgment to decide whether it believes that a fixed or variable rate would be more favourable to the Group
over the expected period until maturity.

{c) Foreign currency risk
The Group incurs foreign currency risk on sales, purchases, and borrowings that are denominated in a currency other than USD. The currency giving rise
to this risk s primarily RUR. Management does not hedge the Group's exposure to foreign currency risk.

(d} Fair values
Due to the lack of liquidity and published “indicator interest rates” in the Russian market, and the fact that many of the Group's transactions are with
related parties and are of a specialized nature, it has not been practicable to determine the fair values of investments in, receivables from. and payables
to relaled parties.

In other cases fair velue has been determined either by reference to the market value at the balance sheet date or by discounting the relevant cash flows
using market interest rates for similar instruments. As a result of this exercise management believes that the fair value of its financial assets and liabilities
approximate their carrying amount except in the following instance:

CARRYING FAIR CARRYING FAIR

AMOUNT VALUE AMOUNT VALUE
000 USD 2005 2005 2004 2004
Unsecured bond issues {note 19) 114,813 115,739 57,209 59,312

23 Commitments

{a) Capital commitments
At 31 December 2005 the Group is committed 1o capital expenditure of approximately USD 46,449 thousand (2004, USD 208 thousand).

(b} Supply commitments
Commitmants with third parties far the supply of aircraft components and services after 31 December 2005 under long-term supply agreements are
estimated at USD 211,324 thousand at current market prices (2C04: USD 5,612 thousand).

24 Contingencies

{a) Insurance

The insurance industry in the Russian Federation is in a developing state and many forms of insurance protection common in other parts of the world are
not yet generally available. The Group does not have full coverage for its plant facilities, business interruption, or third party liability in respect of property
or environmental damage arising from accidents on Group property or relating to Group operations. Until the Group obtains adequate insurance coverage,
there is a risk that the loss or destruction of certain assets could have a material adverse effect on the Group's operations and financial position.
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(b) Litigation

The Group is involved in a number of disputes with tax authorities. Based on results of the tax audits for 2000 - 2002 tax authorities claimed additional
tax payments and deducted the amount from the Company's bank account, The Company successfully defended its position in court and certain tax claims
have been dismissed. However, the tax authorities appealed and, until the case is finally resolved, the tax authorities do not return cash to the Company's
bank account. As of 31 December 2005 the amount due from the 1ax authorities, included in the fine “Trade and other receivables” of the consolidated
balance sheet, was USD 7,737 thousand (2004: USD 23,827 thousand).

(c) Taxation contingencies

The taxation system in the Russian Federation is relatively new and is characterized by frequent changes in legislation, official pronouncements, and

court decisions. which are often unclear, contradictory, and subject to varying interpretation by different tax authorities. Taxes are subject 1o review and

investigation by a number of authorities, which have the authority tc impose severe fines, penalties, and interest charges. A tax year remains open for

review by the tax authorities during the three subsequent catendar years; however, under certain circumstances a tax year may remain open longer. Recent

events within the Russian Federation suggest that the tax authorities are taking a more assertive position in their interpretation and enforcement of tax
islation.

These circumstances may create tax risks in the Russian Federation that are substantially more significant than in other countries. Management believes
that it has provided adequately for tax liabilities based on its interpretations of applicable Russian lax legislation, official pronouncements. and court
decisions. However, the interpretations of the relevant authorities could differ and the effect on these consctidated financial statements, if the authorities
were successful in enforcing their interpretations, could be significant.

Based on results of the tax audits for 2003 — 2004, tax authorities claimed additional tax payments of USD 10,320 thousand. Management believes
that the probability of the outflow of economic resources as a result of these claims is less than probable. In addition. the tax authoritigs rejected lo
refund input VAT of USD 51,180 thousand related to export deliveries on the basis that the Group did not submit full set of the required documentation.
The amount is recorded included in the line “Trade and other receivables” of the consolidated balance sheet. Subsequent to the balance sheet date,
management of the Group submitted outstanding documents and, therefore, believes that the refund will be accepted.

{d} Financial guarantees

The Group has provided financial guarantees for loans advanced 1o certain suppliers of the Group for the total amount of USD 521 thousand. The Group’s
estimated maximum exposure to ¢redil losses in the event of non-performance by the other parties to the financial guarantees is represented by the
contractual amounts disclosed above. Management believes that the likelihood of material payments being required under these agreements is remote. As
of 31 December 2005 the Group did not have any contractual commitments to extend financial guarantees, credit, or other assistance.

(e} Environmental contingencies

Governmental authorities are continually considering environmental regulations and their enforcement and the Group periodically evaluates its obligations related

thereto. As obligations are determined, they are recognized immediately. The outcome of environmental liabilities under proposed or any future legislation, or as
sull of stricter enfarcement of existing legislation, cannol reasonably be estimated. Under current levels of enforcement of existing legislation, management

believes there are no liabililes, which will have a materially adverse effect on the financial position or the operating results of the Group.

25 Related Party Transactions

(a) Control relationship
Related parties comprise the shareholders of the Parent Company and alk other companies in which those shareholders, either individually or together,
have a controlling interest.

The majority of the Parent Company's shares are controlled by certain representatives of the Group’s key management. However, none of them is the
ultimate controlling party.
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{b} Transactions with management
Key management received the following remuneration during the year, which is included in personnel expenses {see note b

2005 2004

‘000 USD ‘000 USD
Wages and salaries 1,405 818
Compulsory social security contributions 78 58

1,483 876

{c) Transactions with other related parties
Transactions with refated parties are disclosed in notes 4 and 12, In addition, the Group had the following transactions and balances with related
parties.

Transaction Qutstanding Transaction Qutstanding
value balance value balance
000 USD 2005 2005 2004 2004
Acquisition of capitalized development costs - - 1,182 2,037
Sales of test planes - 11,869
Sales of development sarvices 17,682 5,745 - -
Acquisition of design and development (3,292) (18,196) (35,902} (10,016}
Accounts receivable — trade - - - 660
Cther receivables and originated loans - 4,187 - 19,899
Cther payables - - - (1,003)

(d} Pricing policies
Prices for related party transactions are determined on a transaction-by-transaction basis, not necessarily at arm's length.

26 Significant Subsidiaries

COLUNTRY OF OWNERSHIP/VOTING

INCORPORATION 2005 2004
OAQ “OKB Imeni A.S. Yakovleva” Russia 75% 75%
DAQ “TANTK Imeni G.M. Berieva” Russia 59% 44%
A0 "Beta Air" Russia 72% 66%
ZAD "Russian Avionics” Russia 51% 51%
ZAD “Irkut AviaSTEP" Russia 100% 100%
ZAQ ITELA® Russia 51% 51%
ZAD “Techserviceavia” Russia 51% 51%
DAOD “Nil lzmerenia™ Russia - 98%

In addition, the Group has other subsidiaries, which are not material to the Group, either individually or in aggregate.

27 Events Subsequent to the Balance Sheet Date

In March 2006, the Group issued USD 125 million credit linked notes, maturing in 2009. The Group will make semi-annual interest coupon payments
at 8.25% interest rate.
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General information and addresses

Contract information

{RKUT Corporation Legal Address:
Bid. 1, 13 Novoalekseevskaya si., Moscow 129626, Russia

IRKUT Corporation Headquarters:
Bld.1, 68 Leningradsky prospect, Moscow, 125315, Russia
Tel./Fax: -7 (495) 777 2101

.nail: inbox@irkut.com

Investor Relations:
Tel fFax: +7(495) 777 2101
E-mail: chernushkin@irkut.com

Public Relations:
Tel /Fax: +7(495) 777 21C1
E-mail: pr@irkut.com

Registrar:

0JSC «Registrator «R.0.5.T.»

18/13 Stromynka st., Moscow, 107996, Russia
Tel.: +7(495) 771 7333

Independent Auditors:

.MG Limited

11 Gogelevsky Boulevard, Moscow 119019, Russia
Tel.: +7{495) 937 4477
Fax: +7(495) 937 4400

ZAO «Gorislavzev & Co»

3a, 1st Khoroshevsky Lane, Moscow 125284, Russia
Tel.: +7(495) 255 5053

Fax: +7(495) 255 1412

For further information about Irkut Corporation, please, see corporate
web-site www.irkut.com.

To order additional copies of this Annual Report and other corporate or financial
documents, please, contact Investor Relations Depariment at -+ 7 {485) 777 210t

design & pre-press: www.logroup.ru




